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Editorial Comment 


When in 1939 Canada declared war against 
Greater Nazi gangsterism in Europe, our govern- 
War Effort ment pledged the resources of this country 

to an all-out war effort. The moment that 
the decision to fight oppression and tyranny was made, our 
human resources—volunteers from every town and region 
in the Dominion—offered themselves for military service 
on any front. Other resources in the form of food sup- 
plies and munitions of war have been reaching Britain, 
Russia and other theatres of action in an ever-increasing 
stream for the past three years. And to insure this steady 
stream, thousands of men and women on the home front 
have been devoting their strength, energy and talents in 
a multitude of ways in a thousand regions of activity. 
Some measure of the extent of mobilization of the human 
resources of this nation of approximately 1114 million 
people can be gathered from the fact that the Canadian 
Army in three years has increased from a peacetime unit 
of 4,500 to a fighting force of more than 350,000; that from 
a nucleus of 1,800 men and 15 ships, the Royal Canadian 
Navy has during the same period grown to more than 41,000 
men and nearly 500 armoured vessels, engaged chiefly in 
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convoy duty so that the sea lanes of the world may be 
kept open to United Nations’ shipping; and that from 4,000 
men in September 1939 the ranks of the Royal Canadian 
Air Force have been swelled to more than 125,000—“the 
very cream of the youth of Canada.” To all these are added 
120,000 men throughout Canada in the Reserve Army, and 
900,000 persons directly and indirectly employed in war 
work of whom 145,000 are women. 


But this does not measure our maximum effort nor 
does it indicate the apex of our accomplishments. Canada 
and her Allies are moving on from strength to strength in 
all the three services. Every fresh report of German bar- 
barities inflicted on helpless peoples in occupied territories 
stirs the Allied countries to greater effort. The latest word 
of the infamous treatment by the Nazis of our own pris- 
oners of war has stung Canadians to the quick; and with 
even greater resolution we as a nation pledge anew our 
means and our services to the war effort until that day 
comes when freedom shall be restored to peoples in Europe 
and elsewhere who not only have been shorn of their per- 
sonal freedom but have been denied the enjoyment of those 
cherished privileges and observances that are the very es- 
sence of the life of a nation and its people. 


Since there is to be no relaxation of our war effort, 
everybody welcomes the chance to subscribe to the Third 
Victory Loan now being offered by Hon. Mr. Ilsley, Minister 
of Finance. Canada is in a most favoured and enviable posi- 
tion among the nations of the world. Our cities and vil- 
lages have so far been free of enemy bombing; industrial 
employment is at an all-time peak; our granaries and store- 
houses are filled to capacity ; and the continued rise in sav- 
ings bank deposits in some measure reveals a nation of 
sane living habits. There are a multitude of luxuries to 
which we all have become accustomed but which we, like 
our boys “over there,” can readily do without. Moreover 
the lasting satisfaction which comes to those whose hearts 
and pocketbooks are behind the war effort far outweighs 
momentary pleasures. Let us therefore get behind Mr. 
Ilsley and our government in the gigantic task of providing 
funds for a still greater war effort. If we all do our part, 
the Third Victory Loan will be well oversubscribed before 
the books close early this month. 
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The war of twenty-five years ago taught 
Plans for lessons that our government and those of 
After the War the other Allied countries are keeping 

well in mind. Problems of post-war re- 
construction are already being studied. In Canada a com- 
mittee of the Cabinet has been functioning now for a year, 
and connected therewith is a committee headed by Principal 
James of McGill University that is doing valuable research 
work on the subject. In our October issue we published Dr. 
James’ brilliant address delivered at the annual meeting 
of our Association held in Calgary in August. We have 
some offprints of this address, and if any of our readers 
wish to have one or more copies mailed to those interested 
in the subject they are invited to send in their requests. 

There is no charge. 

Some post-war plans have already been expressed in 
statutes. At the last session of parliament our Canadian 
government brought down The Veterans’ Land Act, 1942, a 
practical piece of legislation. Though primarily intended 
for the post-war period it nevertheless becomes applicable 
at once in view of the return of some men whose active 
fighting days are over. The Act provides for financial 
assistance to war veterans settling on the land. The di- 
rector appointed to administer the Act may enter into con- 
tract with any veteran for the sale to such veteran of land 
and improvements, live stock and equipment, up to a total 
amount of $4,800, of which $1,200 shall be for live stock 
and equipment. The veteran is asked to make a down pay- 
ment equal to ten per cent of the cost of land and improve- 
ments and building materials, plus the entire cost price of 
any in excess of the $3,600. The balance is payable over 
a term not exceeding twenty-five years on the amortization 
plan with interest at 314 per cent. The live stock and 
equipment are not actually sold to the veteran but placed 
in his custody for use. 

Veterans who had the good fortune to be raised on the 
farm are already familiar with the practical side of farm- 
ing. A very necessary and commendable provision of the 
Act is that training and instruction in agriculture are pro- 
vided by the placing of veterans with selected farmers, by 
supplying instructors and inspectors to assist veterans and 
by instruction in farming through the extension depart- 
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ments of Canadian universities and agricultural colleges. 
The government deserves credit for laying plans now 
against the day of demobilization. 


The annual examinations of candidates 
Examinations for the profession begin on the 30th of 
and Graduates this month—a day welcomed by those who 

have faithfully fulfilled the requirements 
of their instruction courses, and dreaded by those who have 
carried on their studies in a desultory manner. The gov- 
ernment, the profession and industry are calling for more 
chartered accountants, and we look forward to a fair num- 
ber of students qualifying for membership in the profession 
at these examinations. The number, however, will be con- 
siderably less than in previous years because of enlistments 
for military service. It is an opportune time for bringing 
to the attention of candidates some common faults in an- 
swer papers, so we publish this month some notes on the 
subject by one of the examiners. 


On occasions we have heard friends of candidates ex- 
press the wish that the examinations about to be written 
be easy. Such a wish has always appeared to us a reflection 
on the intelligence and the capacity of the candidate. Had 
they expressed the hope that his preparation and knowledge 
of the subject would measure up to the requirements of 
the examination, they would, we think, have done him a 
service. If the candidate has the qualities required for 
the profession, such earnest hope would spur him to 
realize that its fulfilment rested fairly and squarely upon 
his own shoulders. Difficult tasks test the intelligence, 
capacity and ingenuity of the person assigned to perform 
them. Examinations set at the close of a rigid course of 
training are in the same category. The well-wisher will be 
conferring the favour desired, then, if he expresses the hope 
that every examination during a candidate’s five years of 
study will be more rigid than the last. By meeting each 
test as it comes, the candidate grows in stature—prepared 
and ready for the increasing number of new problems that 
in days ahead will be brought to the chartered accountant 
for solution. This reminds us of the story of the negro 
preacher who prayed that his recruits to the ministry would 
have a great wall of difficulties in front of them and a sheet 
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of flame behind them. Yes, difficulties show the stuff of 
which recruits for any profession or calling are made. 


This matter of examinations brings us to 
Are Wea the subject of study and research after 
Profession? graduation. In his report to the annual 

meeting of the Association, which is pub- 
lished this month, the Chairman of the Editorial Com- 
mittee presented some startling facts. At the time of that 
meeting the membership of the Association was slightly 
over 2,500 and, of these, 269 were in the Armed Forces. 
Of the remainder there were in Canada 1,197 engaged in 
professional practice and 861 in administrative posts with 
the government and in industry. Yet of all the articles sub- 
mitted for publication in THz CANADIAN CHARTERED ACCOUNT- 
‘ant last year two came from members of the Alberta 
Institute, two from British Columbia, ten from Ontario and 
five from Quebec—a showing that will prompt chartered 
accountants to question whether they should regard them- 
selves as a live profession, and a record that should make 
each individual member ask himself, “What contribution 
am I making?” What does the keen observer in the busi- 
ness world think about us? In a conversation we had last 
week with a prominent member of the legal profession, he 
remarked that the accounting profession was on the 
threshold of an unprecedented expansion in the next twenty- 
five years. He could visualize, he said, an increasing num- 
ber of problems in finance and industry coming up for 
solution and the professional accountant being called into 
consultation. 

As the Chairman of the Editorial Committee pointed out 
in his report, there are various reasons for the apparent 
reluctance of members to contribute articles on accounting 
subjects. Some members feel that they have not the re- 
quired experience in writing; some say that they have not 
the time to assemble the material in readable form, and 
others hesitate to discuss controversial points—not one of 
which is a legitimate excuse for inactivity. Nobody sug- 
gested that a growing lethargy might be laying hold on the 
profession. 

It is true that members in wartime are busier than 
usual. But this indifference to individual research and to 
the discussion of case problems arising in everyday prac- 
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tice is not peculiar to the past year; it antedates the war. 
Is this apathy a product of our educational system? Is 
there something wrong with the method of student instruc- 
tion? In our eagerness to get students “through,” have 
we developed a body of crammers for examinations instead 
of a class of graduates who should be fired with an ambi- 
tion and a determination to delve deeper into the subjects 
that they now “skim” over? The saddest commentary on 
our present system of instruction is the fact that in recent 
years not one article has come in from any of those who 
have won prizes at examinations. 


Our recent graduates, many of them hold- 
Encouraging ing degrees in arts and commerce from 
Further Study the universities, have the background and 

training for great accomplishments. The 
final examination of the Institutes is the qualifying test for 
admission to the profession. Only after passing it does 
the real work of the profession begin. To be dropped 
from the Institute’s directional program of study at this 
point must come to many students as a “let-down.” The 
profession has progressed sufficiently far that a syllabus of 
further study in the fields of accountancy and finance should 
be made available to students seeking higher qualifica- 
tions—the attainment of which might possibly be marked 
by an advance from an associate membership to full mem- 
bership. Part of such program could be the preparation of 
theses on special subjects of the student’s choice. Such 
theses should not be written hastily but, with the prospect 
of being found worthy of publication in THe CaNapIAN 
CHARTERED ACCOUNTANT, Should be the product of selected 
reading and careful research, and of discussions with ex- 
perienced members of the profession. In this way a volume 
of valuable reference material would be continually ac- 
cumulating for the profession. It is something to which 
Institute councils might give some thought. 
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EXAMINATIONS—SOME PREVALENT ERRORS AND 
HOW TO CORRECT THEM 


By an Examiner 


IX the opinion of the writer, based on a somewhat lengthy 
experience, the majority of examination candidates fall 
into one of two general classes—the timid ones with an 
inferiority complex, and the completely opposite type who 
cover up lack of knowledge, or at least attempt to do so, 
by adopting a flamboyant aggressive attitude. Both kinds 
of candidates, however, make the same type of mistake. 
Repetition is a form of irritation from which all examiners 
suffer, and it is a fault common to many candidates. The 
timid ones repeat things over and over again in a pathetic 
- attempt to persuade the examiner that they really do know 
what they are writing about; while the more aggressive 
ones “talk down” to the examiner in the hope that somehow 
or other they can drive it through his thick skull that they 
do know what they are about if only the poor fellow can 
be made to realize it. 


The Sense of Proportion—The root cause of repetition 
is really the lack of a sense of proportion. It is a common 
error for candidates to spend far too much time on the 
first question they attempt and to skim over others—usually 
those with better marks. The writer remembers one case 
in particular where an examinee wrote six foolscap pages 
on a question to which ten marks were allotted, and then 
dealt in a very cursory fashion with two other questions 
of 20 and 25 marks each. It is true that the answer to 
the question first attempted was an excellent one and re- 
ceived eight marks out of the ten allotted to it; but the 
answers to the other two were so perfunctory as to merit 
only eight and twelve marks respectively—that is, twenty 
marks in all for these two questions out of a potential 
forty-five. 

It is this lack of a sense of proportion which is the 
downfall of most candidates who fail. It is usually a simple 
matter for an examiner to pick out the question which the 
student attempted first. It is not necessarily the first on 
the paper by any means. In fact, it may be the last. In 
most cases the handwriting is very much better than in 
the case of the other answers, the whole attempt has a 
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businesslike appearance and is often an excellent effort; 
but usually long winded, if not even garrulous, having taken 
much more than its proper proportion of the total time 
available. Candidates should learn to weigh up the value 
of each question in terms of time and effort, which, after 
all, is a simple arithmetical process. A question worth ten 
marks out of a possible hundred should obviously take 
about 1/10th of the time for the paper as a whole—usually 
four hours. If, say, thirty minutes are deducted for read- 
ing over the paper in the beginning and for arranging can- 
didates’ papers at the end, then the actual writing time is 
three and one-half hours, one-tenth of which would be 
twenty-one minutes. Thus the student should time him- 
self roughly, and write only as much about that particular 
question as he can do in twenty minutes. It does not fol- 
low, of course, that he must spend twenty minutes on it 
of necessity. If he has some particular knowledge of the 
point involved, ten minutes might suffice, the balance of 
time being available for some other question with which 
he is not so familiar. With certain types of questions, it 
is possible so to arrange the answer that if time permits, 
additions can be made to it later. This applies particularly 
if the points made are set out in separate paragraphs, each 
one receiving either a letter or a number, and ample space 
left between the paragraphs. 

Careless Reading of Question—Another prevalent source 
of trouble to candidates is careless reading of the ques- 
tions. Many excellent answers are almost completely dis- 
carded by examiners because they are not answers to the 
question as set. That is to say, the point at issue is missed 
entirely and the student rambles off on to some other point 
only remotely connected, if at all, with the matter with 
which he is expected to deal. It is an excellent plan for 
candidates to take a coloured pen or pencil and to under- 
line that portion of the question which indicates what is 
required of him. For example, if a question says “Discuss 
the matter of Secret Reserves,” he should underline the 
word “Discuss” and then proceed to give a balanced answer. 
In answering such a question a candidate should try to set 
out the merits and demerits of secret reserves, matching 
one point against another. It should be noted that the form 
of an answer to this type of question should be quite dif- 
ferent from a question which might read “What are the 
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objections to Secret Reserves?” Here the student is not 
concerned with the merits of secret reserves but merely 
with the objections, and that is the word to be underlined. 
All this sounds rather elementary, but the fact is that can- 
didates waste much time over these matters. 

Perhaps this is an opportune place to mention the rather 
dogmatic attitude which candidates often adopt where ques- 
tions involving matters of policy are concerned—that is to 
say, in the type of question where the candidate is told 
that the client had adopted a certain method of procedure 
and requires advice as to how it will affect his records. 
Unless the question is so worded as to require or invite the 
candidate to express an opinion as to the adequacy or 
prudence of the procedure outlined, he should offer his 
views with caution, if at all. While some brief comment 
is often in order, it is a definite mistake for an examinee 
to spend a lot of time and effort in criticism—often without 
all the facts—when he should be using the time at his 
disposal to answer the real question. 

Untidiness—Possibly the fault which annoys most ex- 
aminers is that of general untidiness. It is impossible for 
every candidate to have a copy book style of handwriting, 
but most candidates can make more effort to give their 
papers a neat appearance. It is not so much a matter of 
actual handwriting as of methods of presentation generally. 
Numerous candidates spread an answer over many lines 
without adequate punctuation, and the examiner has to 
wade through it all patiently to sift the wheat from the 
chaff. For example, in a question which requires an out- 
line of some method of procedure, the answer should be set 
down point by point. Arranging an answer in this way, 
apart from producing a general sense of tidiness, also tends 
to eliminate repetition. To give a more concrete example, 
suppose a question reads: “In verifying inventories, to what 
points would you pay particular attention?” Such a ques- 
tion should not be answered with a mere string of words 
spread over line after line, but should be tabulated, some- 
what as follows: 

1, Examine perpetual inventories (if any) and compare 

with physical inventory sheets, 

2. Test extensions of larger items—say over $500, 

3. Test footings, 
and so on. 
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If an answer is set out in this form it is a relatively 
simple matter for the student to check it over quickly and 
see whether or not he has omitted any important points. 

All Clients Not Companies—A fault which is becoming 
more and more prevalent is the tendency to treat all clients 
as companies. This is no doubt due to the expansion of the 
company form of organization, but candidates would do well 
to take a somewhat broader view when answering certain 
types of question. Even a simple question on some funda- 
mental point will usually bring forth references to “the 
company” or “the directors” or “the minute book” or some- 
thing similar. Students should bear in mind that where 
a general question is asked, a general answer should be 
given. To illustrate this point more specifically, suppose 
the question is “What preliminary steps would you take 
upon being appointed auditor?” The answer should deal 
with the question first in general terms, indicating pos- 
sibly that inquiries would be made as to the position of the 
previous auditor, if there had been one; that the client’s 
offices or plant. would be inspected, if possible and feasible; 
that the limitations (if any) of the work to be performed 
would be agreed upon; that a list of the personnel would be 
obtained; and so on. After all this the answer might be 
supplemented by an indication of what might be necessary 
in the case of (a) a partnership, (b) a sole proprietorship, 
(c) a company, reference being made to examination of 
partnership deeds, letters patent, by-laws, etc. The proper 
treatment of a question of this type would do much to show 
an examiner that the paper he is reading comes from a can- 
didate who would take a broad and seasoned view of almost 
any problem with which he might be confronted. It is at- 
tention to matters of this kind which add polish to a paper 
and make it stand out above the others. 


Arithmetical Calculations—Where figures are involved, 
there are one or two points to which candidates might pay 
a little more attention. Many petty but irritating arith- 
metical errors could be avoided by taking simple precau- 
tions—in particular by the use of a “Total” column 
for the purpose of proving apportionments. Thus, the 
solution to a question which requires the candidate to 
divide partnership revenue between the partners should 
be set up so as to provide an automatic cross check, some- 
what as follows: 
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A B C Total 
$ 5,000 $6,000 $13,000 
Interest on capital 200 100 800 
Share of profit ... 8,000 5,000 5,000 18,000 


$10,500 $10,200 $11,100 $31,800 


This point may appear to be an elementary one, but a 
surprisingly large number of candidates go astray by leav- 
ing out the total column and thus depriving themselves of 
the protection it affords against arithmetical errors. The 
principle can be applied to many problems, e.g., in the case 
of partnership matters, as above; where cost factors are 
to be “spread” over production or departments, and so 
on. Where figures are carried to other statements the safe- 
guard of the cross check is especially useful as it may be 
the means of avoiding a series of errors, all arising out of 
the first lapse. 

Where apportionments are to be made on the basis of 
awkward fractions, candidates need not hesitate to use ap- 
proximate figures, especially where time presses; but the 
answer should bear a footnote to the examiner to the effect 
that this procedure was adopted for lack of time. Exam- 
iners are reasonably human, however, and in many cases 
the fact that a candidate finds himself with complicated 
fractions to deal with should be a warning that he has made 
some error; most problems are so constructed as to relieve 
- the examinee of tortuous arithmetical calculations. Many 
candidates labour through long processes of multiplication 
and division when the striking of a percentage would be 
quicker and more accurate. For example, a question might 
require a figure for Overhead to be “spread” over five or 
six products on, say, the direct labour content and in such 
a case it is preferable to establish the relationship which 
the total overhead bears to the total direct labour as a 
percentage, and then to apply it to each item. Here again, 
this may seem to be a point of no great moment, but it is 
not unusual for a candidate to work out, say $45,286/181,- 
250 of $36,250 by a long process of multiplication and divis- 
ion when he could much more easily have established that 
$36,250 is exactly 20% of 181,250 and have applied that 
percentage to the figure of $45,286—and for that matter 
to all the other figures making up the $181,250. 
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If the prospective candidate who reads these remarks 
should feel that the matters mentioned are not serious fac- 
tors, he should remember that most candidates go to the 
examination room reasonably well armed with actual knowl- 
edge, but fail to use it to advantage—partially because of 
nervous tension and partially because of lack of showman- 
ship, if it is permissible to use such a term in connection 
with so dignified an event as a professional examination. 

There are other faults. Many of them arise out of a 
lack of basic knowledge of what may be termed the philo- 
sophy of a subject, and, regrettable as it may be, a lack 
of proper understanding of English composition. These 
faults cannot be eradicated as simply as those mentioned 
above. It would seem to be an unfortunate fact that most 
candidates merely “cram” for examinations. That is to 
say, they regard their studies as a necessary nuisance to 
be borne merely for the purpose of beating the examiner. 
Actually the student should take the view that his studies 
are for the purpose of enabling him to learn the profession 
from which he hopes to make a livelihood, and that exam- 
inations are merely incidental for the purpose of showing 
that he has the knowledge which is expected of him. 


* * * * * 


STUDY 


What is the end of study? Let me know? 

Why, that to know, which else we should not know. 

Things hid and barr’d, you mean, from common sense? 

Ay, that is study’s god-like recompense. 
—Shakespeare. 
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INCOME TAX AND ALLOWABLE EXPENDITURES 
Conclusions in Some Recent Court Cases 


By J. S. Forsyth, Ottawa, Canada 


OME recent decisions of the Canadian courts make it 

desirable to consider the relationship between accounts 
and the income tax law. The decision of the Supreme Court 
of Canada in Minister of National Revenue v. Dominion Natural 
Gas Company Limited (1941 §.C.R. 19) held that certain ex- 
penditures which under ordinary and accepted accounting 
procedure would be regarded as current expenses were not a 
proper deduction in determining taxable income. It is 
understood that leave to appeal the decision in this case to 
the Privy Council has been refused, and the judgment 
-therefore may be accepted as part of the substantive law. 
In this case the court held that the expenses incurred by 
the company in defending an action brought against them 
and impugning the franchise rights which they held were 
expenses incurred in respect of a capital asset and were 
disallowed pursuant to paragraphs (a) and (b) of subsection 
1 of Section 6 of the Income War Tax Act. This judgment 
reversed the decision given in the Exchequer Court of Can- 
ada where it had been held that the expense was a proper 
charge in determining taxable income. 


A recent decision of the Exchequer Court in Kellogg 
Company of Canada Limited v. Minister of National Revenue 
(1942 Ex. C.R. 33) distinguished the principle laid down by 


the Supreme Court. This case was one in which the legal - 


expenses were incurred by the appellant company in defend- 
ing an action brought against them by a competitor for 
alleged improper use and infringement of a copyrighted 
trade name. The Kellogg Company had displayed and sold 
certain of their products under the name “Shredded Wheat” 
and an action was taken against them by the Canadian 
Shredded Wheat Company Limited, alleging that these 
words were copyrighted and that they were solely entitled 
to their use, and claiming damages. It was finally disposed 
of in the Privy Council where it was held that the words 
“Shredded Wheat” were descriptive only and were not cap- 
able of being copyrighted and that accordingly the Kellogg 
Company were entitled to use such words in describing their 
product inasmuch as the term was in the public domain. 
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The Minister of National Revenue contended that the ex- 
penditures incurred in the lawsuit were not expenses wholly, 
exclusively and necessarily laid out for the purpose of earn- 
ing the income of the company and were outlays on account 
of capital within the meaning of paragraphs (a) and (b) of 
subsection 1 of Section 6 of the Income War Tax Act. It 
may be said here that the Kellogg judgment (from which 
an appeal to the Supreme Court is pending) followed closely 
the reason of a judgment of Lawrence, J. of the Revenue 
side of the King’s Bench Division in England in the case of 
Southern v. Borax Consolidated Limited (1940 4 All E.R. 412) 
wherein it was held that expenses incurred by a company in 
defending an attack upon their title to certain lands in Los 
Angeles were proper expenses and could be deducted in de- 
* termining the income of the company subject to tax. 


Paragraphs (a) and (b) of subsection 1 of Section 6 of 
the Income War Tax Act read as follows: 


6. In computing the amount of the profits or gains to be 
assessed, a deduction shall not be allowed in respect of 

(a) disbursements or expenses not wholly, exclusively and 

necessarily laid out or expended for the purpose of 


earning the income; 

(b) any outlay, loss or replacement of capital or any payment 
on account of capital or any depreciation, depletion or 
obsolescence, except as otherwise provided in this Act. 


Entertainment Expenses 


The words “wholly, exclusively and necessarily” as used 
in paragraph (a) are very restrictive, and many expenses 
which are regarded as being ordinary and proper expenses 
could be questioned. The practice, however, has been to 
accept, at least to some extent, recognized business practice 
for the purpose of determining proper charges against in- 
come, subject to the limitations imposed in respect of those 
expenses which under specific provisions of the Act are not 
allowed to be deducted. If, for example, one takes the 
item entertainment expenses, arguments can be advanced on 
both sides as to whether such expenses are wholly and 
exclusively necessary. Would the income not be earned if 
such an expense were not made, and was it made wholly 
and exclusively for the purpose of earning the income? In 
the United States recognition has been given to such ex- 
penses where shown to have been made in accordance with 
the usual practice and custom, and this is true also to a 
limited extent in England. There has, however, been in 
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Canada a tendency to disallow such expenses, even though 
they constitute in many cases the chief expenditure made 
in connection with the obtaining of business. The taxpayer 
does not hesitate in stating that these expenses are a neces- 
sity and that they were expended for no other purpose than 
the obtaining of business and for the purpose of earning 
profits. 

Riedle Brewery Limited v. Minister of National Revenue 
(1939 S.C.R. 253) involved the point as to the allowance of 
certain so-called “treating” expenses. The brewery in- 
structed its salesmen to attend at taverns and to approach 
members of the public and offer to buy them a glass of the 
product of the brewery which they represented. The sales- 
man paid the full retail price, but kept a record of the 
amount expended and charged it up as part of his expenses. 

._The Minister sought to attack this item as being in the 
nature of an entertainment expense not wholly expended 
for the purpose of earning the income. At the hearing, 
however, evidence was offered to show that the practice was 
customary and that it was a recognized method of promoting 
the sales of the products of the brewery, and the Supreme 
Court accordingly allowed the appeal reversing the judg- 
ment in the Exchequer Court and maintained the contention 
of the taxpayer that the expenses should be deducted. 


Determining Deductible Expenses 


The principle which seems to have been followed in the 
Dominion Natural Gas case was enunciated in Robert Addie 
and Sons Collieries v. Commissioner of Inland Revenue (8 T.C. 


671) where in delivering judgment the Lord President of 


the Court said: “What is ‘money wholly and exclusively 
laid out for the purposes of the trade’ is a question which 
must be determined upon the principles of ordinary com- 
mercial trading. It is necessary, accordingly, to attend to 
the true nature of the expenditure, and to ask oneself the 
question. Is it a part of the Company’s working expenses? 
Is it expenditure laid out as part of the process of profit 
earning?” The application of this might create some dif- 
ferences of opinion, particularly when it is necessary to find 
what are the principles of ordinary commercial trading. Un- 
doubtedly such principles and practices take on a different 
appearance with the passage of time, and with the change 
of conditions certain expenses which in the past would not 
be regarded as being proper to charge would be recognized 
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as being under other conditions now existing as a necessary 
disbursement in the ordinary commercial conduct of the 
business. 

Then we have a further pronouncement in the judgment 
in Strong and Company Limited v. Woodifield (5 T.C. 215). In 
that case Lord Davey laid down a principle which is fre- 
quently quoted as follows: “It is not enough that the dis- 
bursement is made in the course of or arises out of, or is 
connected with, the trade, or is made out of the profits of 
the trade. It must be made for the purpose of earning 
profits.” 

It might be concluded that in the operations of a com- 
pany expenditures are made solely for the purpose of earn- 
ing profits. Apart from certain charitable disbursements, 
the stockholders are entitled to assume that when a pay- 
ment is made it is for the purpose of having it produce a 
return in the form of profits. It would seem, however, 
that it must be closely connected with the actual process 
by which the profits are produced before it will be recog- 
nized as a deductible expense. 

Capital and Revenue Expenditures 

Then there is the general rule laid down by Viscount 
Cave in his speech in the House of Lords in Atherton v. 
British Insulated and Helsby Cables Limited (10 T.C. 155) in 
which he defines a capital expenditure in the following 
words: “But when an expenditure is made, not only once 
and for all, but with a view to bringing into existence an 
asset or an advantage for the enduring benefit of a trade, 
I think that there is ,very good reason (in the absence of 
special circumstances leading to an opposite conclusion) for 
treating such an expenditure as properly attributable not 
to revenue but to capital.” 

The phrase in this quotation, “an asset or an advantage 
for the enduring benefit of a trade,” undoubtedly may 
create some divergence of opinion. In the Dominion Natural 
Gas case there was no asset brought into existence, and 
‘while the action may have removed a possible cloud upon 
the franchise, still the company was in exactly the same 
position after the litigation as they were before, except to 
the extent that they had expended their resources in de- 
fending the suit. In the Kellogg case the learned President 
of the Exchequer Court has adopted this principle and has 
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found as a fact that there was no asset or advantage of an 
enduring nature created by the expenditure, but that in 
effect the moneys were actually expended in the process of 
earning the income of the company. Undoubtedly this 
reasoning is more acceptable from the point of view of the 
trader and is in turn supported by accountants in the treat- 
ment of such costs. 

The difficulty created in the minds of the taxpaying 
public is accentuated by some recent decisions of the Privy 
Council which would be binding upon the courts in Canada. 
In Rhodesian Railways v. Collector of Income Tax Bechuanaland 
Protectorate (1933 A.C. 368) the court considered the claim 
of the appellant railway company to charge as repairs the 
sum of £252,176 expended as “renewals to permanent way.” 
The company replaced some miles of worn track with new 
- sleepers and rails. In some instances they substituted steel 
sleepers for wooden ones but the new rails were of the same 
weight as the ones replaced. They also added an additional 
two sleepers per length of rail, and in making their claim 
charged the cost of such additional two sleepers to capital 
account and the balance to repairs. It was held in the Privy 
Council reversing the decision of the lower court that as 
a result of this expenditure a worn track was brought back 
to normal conditions and as so renewed it was not capable 
of giving more service than before, and that consequently 
the expenditure was properly charged to maintenance and 
repairs and was not an expense or outlay of a capital nature. 
In this case the court stressed that the bringing of an asset 
into a proper state of repair did not involve a capital ex-. 
penditure notwithstanding the amount which may have 
been involved. 

In giving judgment the court quoted for the purpose 
of distinguishing a judgment of the Court of Exchequer 
(Scotland) in Highland Railway Company v. Balderston (2 
T.C. 485). In this case the company had improved a portion 
of their property by removing light weight rails and replac- 
ing them with heavier ones and claimed the cost of doing so 
as being properly chargeable to maintenance and repairs. 
The court, however, held that the substituting of the heavier 
rails for the lighter ones constituted a capital expense in- 
asmuch as the property as so renewed was improved and 
capable of giving more service and consequently was a re- 
placement and so properly ‘chargeable to capital. 
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Just recently the Privy Council has rendered a decision 
in an Indian tax case, Income Tax Commissioner Behar and 
Orissa v. Singh (1942 1 All E.R. 362). In this case the re- 
spondent was a money-lender in India who had advanced 
certain funds on loan to a company which were recovered 
by action in the court. Subsequently an action was taken 
against the money-lender by directors of the company with 
whom the money-lender had been associated for conspiracy 
and breach of contract in connection with the management 
of the company to which the loan had been made. This 
action was determined to be unfounded and was dismissed. 
The expenses of this action were claimed as a charge in 
determining taxable income and the Privy Council held 
that it was proper to do so for the purpose of determining 
the income of the taxpayer derived from the business of 
lending money. The section of the Indian Act under which 
the tax was levied read as follows: 


The tax shall be payable by an assessee .... in respect of 
the profits or gains of any business carried on by him, 


(2) such profits or gains shall be computed after making the 
following allowances, namely .... for any expenditure 
(not being in the nature of capital expenditure) incurred 
solely for the purpose of earning such profits or gains. 
In delivering judgment Lord Thankerton quoted with ap- 
proval the opinion of the judges in the lower courts to the 
effect that inasmuch as the suit arose by reason of the 
relationship of money-lender and borrower and that the 
main purpose of the suit was to obtain damages, the costs 
incurred were properly chargeable against the profits aris- 
ing from the lending of money. 


With these varied opinions the taxpayer must feel con- 
fused as to the manner in which many expenses which are 
liable to be incurred will be treated for tax purposes. As 
a general principle of accounting such expenditures are 
usually regarded as current expenses and charged to the 
year’s operations. It is suggested that it would be advisable 
to deal with them according to their true nature as inter- 
preted under the law, and more particularly the Income Tax 
law. It has been held in the English courts that the tax- 
payer’s rights are not affected or altered by the method in 
which he keeps his accounts, and that the manner in which 
his books are kept does not necessarily determine what is 
a capital profit and what is a trading profit. However, 
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the accounts as kept are some evidence as to the actual 
nature of the transaction, and for that reason alone it would 
seem to be important that consideration should be given to 
the correct treatment of items of this nature which arise 
from time to time. Such treatment should result in the 
avoidance of needless delay and possible litigation and the 
uncertainties of a court decision. 


THE ACCOUNTANT IN THE CIVIL SERVICE* 
By Watson Sellar, Ottawa 


HROUGHOUT the world democracies are being organized 
onto a total war basis. National institutions and our 
ways of doing business are being adjusted. Today conveni- 
ences of orderly well-being give way to national necessity, 
and the freedom of self-selective engagement surrenders to 
mobilization of man-power to achieve a lasting freedom. On 
us who devote our efforts to phases of public accounting 
rests a duty of performance and an obligation to set an 
example, because any man-power or money that we can 
save to the public will shift directly into the war effort. 
We are part of a huge organization, and the co-ordinat- 
ing of its activities is a major task in itself. The catch 
word “red tape” may characterize over-respect for form, or 
it may stigmatize procedures which, with all due respect 
to many good people, are essential to good administration. 
It is to be expected that there are those amongst us who, 
for one reason or another, rigidly adhere to the principle of 
absolute correctness. Ordinarily one may not be criticized 
for such a viewpoint. But in time of war we must study 
not only the need but also the consequences. Let me use 
a peacetime illustration. Years ago I called at a govern- 
ment office in the West. The senior officer told me that 
some weeks earlier he had word, via the grapevine route, 
that the auditor was coming, and thereupon took steps to 
put his accounts in order. To his horror he discovered that 
he was seven cents short. The staff concentrated on locat- 
ing the error. The auditor arrived and was stalled off for 
a day; then the error was reported to him. He listened 


*An address by the Auditor General of Canada, before the Chart- 
ered Accountants’ Group of the Professional Institute of the Civil Ser- 
vice of Canada at Ottawa on 5th May 1942. 
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to the story, did some calculating on a piece of paper, and 
then said: “You have disorganized the purpose of your 
office for several days. You have spent in time and wages 
at least $256 in trying to find seven cents. After a few 
tests you should have known that it was nothing more than 
a trivial error. Here are seven cents; balance your accounts 
and get the staff to work on something worth while.” 


Every large organization requires regulations and gen- 
eral observance of them. A government has more of such 
than a business, and so we are often met with the query: 
Is it not more important to win the war than to uphold 
some old regulation? This query may be examined by 
reference to the groups of men who have come to Ottawa 
to assist the war effort. I have been in contact with many 
of them since the war began and gladly bear tribute to the 
great contributions they have made; but I venture to group 
them into two classes: (1) the trusted executive who is 
thoroughly trained in corporate administration, and (2) the 
energetic go-getter who is fundamentally an individualist. 
Members of the first group easily adjust themselves to an 
organization moulded around a super-executive, the cabinet. 
But among the second group I have observed some who 
resent regulations; who, at the outset, see no reason why 
their judgment should not be final, and who candidly look 
on most civil servants as time-servers, timid and unimagin- 
ative. I have noted that often such individuals put forth 
more effort in circumventing a regulation than the objective 
is worth. It seems to me that oftimes—but not always— 
this “getting on with the war” argument can screen a lack 
of real knowledge of the technique of big business; or that 
the interrogator, as an individual, fails to appreciate that 
united momentum is ever more effective than individual 
effort. 


There are peacetime practices and procedures which 
seem to be unsuited to the war needs. They waste time; 
they detract senior officers and ministers from productive 
effort and may be conducive to duplicating effort. But is not 
the real goal that of correcting and not of encircling? 
The administrative bureaucracy has to be controlled. Whe- 
ther our vanity cheerfully accepts it or not, in the public 
service we are not individuals, but cogs in the machine. 
Self-glory has no place. All of us know the phrase, “The 
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King is dead; long live the King!” Is that meaningless to 
us? Does it not say that the work must go on regardless of 
personality? Would there not be less confusion and would 
it not be a greater compliment to the public service if 
officialdom were not known by name but by the efficiency 
of a department as a whole? The Service Forces of all 
countries adopt that principle, and it seems to me, in this 
time of stress, with frequent changes of personnel and 
duties, that the common interest is best served when we 
submerge our individuality into the greater body—the na- 
tional war effort. 

The cabinet is responsible in the first instance to the 
House of Commons and ultimately to the people of Canada. 
It cannot work the departments, but it can and does demand 
_that all activities be carried on in such a manner that the 
progress can be followed step by step through the admin- 
istrative process. Directions to achieve that end, when in- 
telligently applied, are not “red tape,” but part and parcel 
of the principles of responsible government. 

In accounting we like orderliness, documentation and 
controls. Therefore, we are constantly under temptation to 
be exacting in detail. Fundamentally, I think that our task 
today is a single one—to preserve public confidence in the 
honesty of the financial transactions of the Government of 
Canada. We err when we demand more of war agencies— 
public or private—than is necessary to achieve that goal. 
Should we not test well our demands before we insist, and 
should we not constantly review our procedures to make 
certain that we are neither guilty of unnecessary duplicating ~ 
effort nor detracting man-power from essential work? 

In our relations with the business life of the country, 
we observe a trend is to load public accounting responsi- 
bilities onto industry. Examples are unemployment insur- 
ance and war savings investments. There is ever present 
the risk that we may adopt a wrong method. Ignorance 
of the problems being created to others may make our de- 
mands onerous and wasteful in the use of man-power. 
Even more serious is the dislike and criticism of public 
bodies which may thereby be engendered. Over the years 
I have listened to many disgruntled businessmen, but, as a 
rule, have found that when their angle has been explored, 
reasonable and practical solutions are available. So it seems 
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to me that rarely should we reach—and then cautiously— 
for the big stick hidden in the texts of various Acts, or 
shield ourselves behind Orders in Council. Instead, if first 
we explore the ways and means with those on whom the 
demand is to be made, we may find that we do not need all 
that we thought we did, and that which we want can be 
secured more easily by means other than those we imagined 
necessary. We thus help ourselves and business and pro- 
tect the good name of public administration. 

We make examinations of business accounts. Let us 
not fool ourselves. We are criticized because of the clouds 
of inspectors, investigators and examiners, who, one by 
one, scrutinize the books and records of business. To the 
man in the street it does not appear to be a sign of efficiency 
when he sees a sales tax man spend days going over a set 
of records, he being followed by an income tax man, who is 
succeeded by a cost accountant, and—to remove any odium 
from my illustrative selection—he is then crowded out by 
a man from the auditor general’s office. I do not think it 
impossible to have one investigator do the work for more 
than one department. But I am not convinced that such a 
consolidation would invariably result in a money saving, or 
be in the interest of the man whose books are being ex- 
amined. On the other hand, I have my doubts as to whether 
we always take full advantage of our opportunities or carry 
out fully our public duty when we make such examinations. 

We are servants both of the Crown and of the people 
of Canada. We have an interest in conserving mutual re- 
spect and developing good relations. I do not mean that 
we should be glad-handers or propagandists. What I mean 
is that we should be ever alert to the problems of business 
and be ready to offer constructive advice when we are ina 
position to do so. We go to offices to survey transactions, 
not with the expectation that they conceal a criminal. It is 
true that there are some, fortunately few, whom we investi- 
gate to uncover a fraud; but in the vast majority of cages, 
the real reason for our visit is to give business a clearance. 

Let me illustrate. The head of a large industry told me 
that when he took charge, he discovered that the income tax 
people had not been in for several years. The chief account- 
ant was satisfied that all returns had been properly com- 
puted and paid and took strong objection to any income 
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tax man disturbing the routine of his overworked depart- 
ment. However, the president insisted and the income tax 
people came in, They assessed upwards by a considerable 
amount. The company felt these assessments were not 
justified, nevertheless the sum was paid. I asked the presi- 
dent what he thought about it. His answer was something 
like this: Suppose we had gone on another five years with- 
out an examination. The amount demanded would have 
been much larger. We might have fought the extra assess- 
ment and won, but we might have lost. Today business is 
good. We have profits and the income tax is paid. Five 
years from now, no one knows what conditions may be, but 
suppose business is then in the red and I have to borrow. 
The bank might become suspicious of our management; it 
might be whispered that we were “tax dodgers” and our 
good name might be discredited. I consider that having 
those men in, while expensive, was a good investment. 

It seems to me that we might wisely make it a rule to 
study carefully the other fellow’s problems. Our assistance 
in many cases may be minor; in others, suggestions may 
bring helpful and profitable results to both parties. We do 
not traffic in business secrets, but when we find that one 
concern’s accounts are operated more easily than are those 
of another, or that the public needs have not been properly 
explained or applied, or if we observe the existence of a 
potential pitfall in a firm’s system, it seems to me we are 
falling short of our public duty if we do not endeavour to 
be helpful to the taxpayer. 

Good accounting records bespeak honesty in manage- 
ment and efficiency in operation. Today, with the dividing 
line so faint between public and private enterprise, it is in 
the common interest that accounting records be of a nature 
as will promote confidence in an all-out war effort, and so 
I feel that in promoting confidence in accounts, we are mak- 
ing a contribution to victory. 
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GLIMPSES OF CURRENT ACCOUNTING LITERATURE 


A Summary Prepared by John Douglas Campbell, 
Chartered Accountant 


BULLETINS 


Cost Accounting 


Internal Check-Purchases—Bulletin No. 24, Volume 
XXIII, 15th August 1942, published by the National Asso- 
ciation of Cost Accountants (385 Madison Avenue, New 
York City) presents a report made on a study covering 
the topic “Accounting for Materials and Related Proce- 
dures.” The study was made by The System and Methods 
Study Group of the New York Chapter of the N.A.C.A. 

The article sets out a suggested outline of a system suit- 
able for the recording of purchases in which the division of 
labour, records and approvals is devised in such a manner 
as to provide an efficient system of internal check. 

The subject proper is subdivided into the four main divi- 
sions of purchasing; receiving and storing; distribution and 
recording; and accounting, controlling and paying. 

Oil Refinery Costs—Bulletin No. 1, Volume XXIV, Ist 
September 1942, carries a timely article by Samuel K. 
Waters on the subject “Oil Refinery Accounting” in which 
special stress is laid upon the difficulty of determining unit 
costs for co-products or joint products which are peculiar 
to the oil refining business, 

The subject proper is broken down into the two main 
divisions of accounting control of inventory quantities and 
the distribution of refinery operating costs to operating 
units and products produced. 

Bulletin No. 2, Volume XXIV, 15th September 1942, con- 
tains two articles which should be of particular interest at 
the present time covering the subjects of depreciation and 
accounting systems. 

Depreciation—Nelson H. Foley in an article “Plant Val- 
ues and Their Effect on Costs and Inventory Valuations” 
sets out clearly the manner in which the various costs 
related to valuations which have been placed on fixed assets 
may be distorted depending upon the basis of valuation 
which has been used in valuing the fixed assets. 

In discussing the problem Mr. Foley stresses the fact 
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that fixed assets are not in reality fixed in that they are 
continually rendering services the cost of which are incor- 
porated in the costs of the product produced and sold. 

Accounting Systems—(1) Harry F. Burrows presents 
an article “Streamlining the Accounts Receivable Record” 
which should be of particular interest to corporation officials 
in view of the present shortage of office workers and busi- 
ness machines. 

The article presents the suggestion that accounts re- 
ceivable records due to existing conditions (present pay- 
ment of specific invoices as against the previous practice 
of payment on account) are ready for a change over from 
a posted ledger to an invoice file. 

(2) The Office of the Comptroller of the City of New 


York has recently issued a manual of revenue accounts 


' which was prepared primarily to facilitate control over all 
types of revenue within the City. “It analyzes and classi- 
fies the revenues of all funds of the City by type of revenue, 
defines each item in the classification, and explains the 
transactions affecting each account.” 


ARTICLES 
(1) Financial Statements 


George N. Farrand in an article “Effects of War on 
Financial Statements” published in the September 1942 is- 
sue of The Journal of Accountancy (13 East 41st Street, New 
York City) discusses the various effects which the impact 
of the war has had upon the currently published financial 


statements, stressing that “they are nevertheless primarily 


changes in emphasis and amounts rather than of basic ac- 
counting principles, which should be generally the same 
during the war as in peacetime.” Specific items as cash, 
accounts receivable, inventories, fixed assets, liabilities, con- 
tingent liabilities, income, amortization, income taxes and 
special war reserves are discussed. The tentative nature 
of the income statement is stressed particularly in light of 
its significance in wartime. “Many outstanding account- 
ants have come to question the use of the term ‘net income’ 
at all.” 
(2) Audit of War Contract Costs 


Lieutenant Commander J. S. Seidman in an article 
“Some Special Features in the Audit of War Contract 
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Costs” explores the “hide outs” of certain types of credits 
to costs under war contracts and stresses the significance 
of vigilance for such credits in an effective audit of war 
contracts. 

As different types of contracts exist the first situation 
examined is the possibility of play as between contracts 
which will react to the benefit of the contractor. The allo- 
cation of overhead costs as between a fixed price contract 
and a cost-plus contract is presented in illustration. 

The second situation outlined is the absorption of cred- 
its by the contractor’s production which is on other than 
war contracts when such credits properly apply to the war 
contract costs. In illustration, scrap materials, government 
supplied materials, tools and machinery and deferred re- 
pairs are set out. 

The third situation covers complacency of management 
particularly under cost-plus war contracts where there is 
a strong incentive for an indifference to costs. Special 
reference is made to overtime and piece work wage rates. 


(3) Wartime Profits Reserves 


Walter B. Gibson in an article “Profits and Profits Re- 
serves in Wartime” published in the August 1942 issue of 
The Controller (New York) presents a detailed explanation 
of the various types of wartime reserves which have been 
created by business to date. The article covers special re- 
serves required for receivables, inventories, investments, 
plant, tax and other liabilities. Each class of reserve is 
considered in detail. 

The final division of the article covers a suggested ac- 
counting treatment for special war reserves both from the 
standpoint of the income statement as well as the balance 
sheet. 

(4) Utility Rate Determination 


Robert E. Walden in an article “Cost Analysis for Elec- 
tric Utilities” published in the July 1942 issue of The Ac- 
counting Review (R. L. Dixon, University of Chicago, Chi- 
cago) discusses the question of cost control in a public 
utility with particular stress placed upon the significance 
of capacity costs (costs directly attributable to the peak 
load) in designing the rate structure. 
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The various methods at present in use in the distribu- 
tion of the capacity costs are outlined with a presentation 
of both the favourable and unfavourable aspects of each 
plan discussed. 


Franklin H. Cook in the same issue of The Accounting 
Review discusses “Abandoned Property and the Rate Base” 
in which he uses case examples in illustration of the treat- 
ment which has been accorded the item of abandoned prop- 
erty by the United States and Canadian courts in utility 
rate cases. The ultimate effect of the various treatments 
both from the standpoint of the consumer and the stock- 
holder is outlined. 


(5) An Alternative for Algebra 


Lee Perkins in an article “Why Use Algebra?” pub- 
lished in the September 1942 issue of The Journal of Ac- 
countancy outlines a simplified method of solving problems 
for which algebra is customarily used. 
The underlying basis of the method is namely trial and 
error using assumed amounts for the unknown with an 
interpolation of the errors resulting from the trial figures 


to produce the correct unknown. Two specific examples are 
presented in illustration of the operation of the method. 


(6) Accelerated Depreciation 


Edwin S. Reno presents a short article “Activity Factor 
in Depreciation” in the September 1942 issue of The Journal 
of Accountancy in which he compares the unit of produc- 
tion method with the straight line method and suggests the 
use of a combination method in which the “activity” as- 
pect is a factor. 


(7) Food Costs 


James E. McNamara in an article “Food Cost Account- 
ing” published in the September 1942 issue of The New York 
Certified Public Accountant (15 East 41st Street, New York 
City) discusses the question of costing as applied to res- 
taurants and similar businesses. 


The various factors giving rise to varying costs as 
between different businesses are set out. Special stress 
is placed on the necessity of a subdivision of costs into 
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various departments in order to maintain proper control 
over the numerous commodity items. The general nature 
of the most important records required is indicated. 


(8) Consolidated Statements 


Maurice Moonitz in an article “The Entity Approach to 
Consolidated Statements” published in the July 1942 issue 
of The Accounting Review discusses the preparation of the 
consolidated balance sheet. The premise used is that the 
consolidated statement is an exhibit in conventional ac- 
counting form of a group of related companies prepared as 
though the companies were legally as well as economically 
mere administrative subdivisions of one concern and that 
the consolidated statement so prepared is of primary inter- 
est to the investors and creditors of the dominant company. 


(9) Auditing Techniques 


A. C. Littleton in “Auditing Techniques” published in 
the August 1942 issue of The Journal of Accountancy ex- 
presses the opinion that both “Auditing Standards” and its 
predecessor “Examination of Financial Statements” are 


inadequate in that they fail to provide a basis for the de- 
velopment of good professional judgment. 


Mr. Littleton observes that in this development more is 
needed than merely a set of “musts” (Auditing Standards). 
He suggests a further expansion in the direction of both 
theory and technique. 


(10) Terminology—Surplus 


James L. Dohr in an article “Names Wanted—A Prob- 
lem in Terminology” published in the August 1942 issue of 
The Journal of Accountancy presents a series of interesting 
questions and discussions on the excess of assets over 
liabilities in the hope of fostering some discussion which 
will lead to a more satisfactory terminology than that util- 
ized at present. “It would be distinctly helpful if some- 
thing could be developed in the way of a consensus of 
opinion among accountants and others interested as to the 
most satisfactory designation of the excess of assets over 
liabilities so that greater uniformity and clearer under- 
standing would be made possible.” 
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(11) Depreciation 


The Iowa State College of Agriculture and Mechanic 
Arts, Ames, Iowa, has issued Bulletin 155 by Robley Win- 
frey on “Depreciation of Group Properties.” The Bulletin 
represents an extensive statistical study of the different de- 
preciation methods under varying conditions through the 
use of “condition per cent formula” which is the percent- 
age of the present depreciable value of a property to its 
depreciable value when new. The formula is applied to both 
individual units of property and to groups of like units. 


(12) Personnel Problems 


Dr. C. Aubrey Smith in an article “Readjusting Ac- 
counting and Office Procedures to meet War Conditions” 
published in the June 1942 issue of The Controller (New 
’ York) presents an outline of the personnel problems which 
have arisen within the accounting organization of a busi- 
ness due to the impact of war conditions. 

Industry is being faced by both a loss of man-power as 


well as an increase of accounting and office work. To meet 
and solve the problems arising from such circumstances 


the suggestions discussed cover procedures of cutting out 
all non-essential operations in the accounting program, im- 
plementing training programs especially for women both 
within and without the company organization. 


BOOKS 


Dominion of Canada-Income War Tax Act, published by. 
The Kingsland Company, 31 Willcocks Street, Toronto, 170 
pages, 1942, $1.25. 


The book is primarily a consolidation of the Dominion 
Income War Tax Act, and The Excess Profits Tax Act includ- 
ing all amendments made up to August 1942. Footnotes pro- 
vide detailed information as to when the various amend- 
ments incorporated in the consolidation took place. 


In addition to the consolidated acts, supplementary in- 
formation is presented covering (1) a short history of the 
Canadian Income Tax including short reviews of the high- 
lights in the amendments to the Income War Tax Act from 
1934 to 1942 inclusive, (2) a copy of the Reciprocal Tax 
Convention with the United States signed 4th March 1942, 
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and (3) “Tax Deduction Regulations” covering instructions 
to employers with supporting tax deduction schedules is- 
sued by the Income Tax Division of the Department of Na- 
tional Revenue. 

A topical index covering both Acts is included. 

Your Income Taz, by A. R. McMichael, B.A., F.C.A. 
Fourth edition, published by The Musson Book Company 
Ltd., Toronto, 128 pages, 1942, $1.00. 

The book is written for the average man and woman in 
simple untechnical language and explains what must be 
included and what may be excluded from the individual’s 
income tax return. It is designed to cover the ordinary 
needs of a taxpayer who does not have complicated questions 
requiring the interpretation of a competent tax adviser. 


_— 


REPORT OF MAGAZINE AND PUBLICATIONS 
COMMITTEE 


The President and Council, 
The Dominion Association of Chartered Accountants. 


Dear Sirs: 

I wish on behalf of the Magazine and Publications Com- 
mittee to report on the activities of THz CANADIAN CHART- 
ERED ACCOUNTANT for the year ended 31st May 1942. 

The year has been, on the whole, a satisfactory one, 
although there were times when publication appeared 
doubtful for lack of suitable material. A review of the 
issues of the past few years reveals a growing dependence 
for material on sources outside the profession. Admittedly 
some portion of each issue should be devoted to topics of 
general interest but the emphasis should be on matters per- 
taining to accounting. In this latter field the practising 
accountant can speak with authority and he also has a 
definite contribution to make in the fields of business, fin- 
ance and taxation. There are various reasons for the 
apparent reluctance on the part of members, and particu- 
larly the senior practising members, to contribute to the 
pages of the Magazine. Some members feel that they 
have not the required experience in writing, whilst others 
have not the time to assemble the material in readable 
form. There are also those who hesitate to enter on dis- 
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cussions on controversial points. All of these matters have 
had the earnest attention of your Committee, but little 
progress can be made until every member assumes personal 
responsibility for the successful continuance of the Maga- 
zine. The offer of two of the Provincial Institutes, Alberta 
and Quebec, of monetary rewards for articles accepted for 
publication is a step in the right direction. 


When the Dominion Association assumed responsibility 
for certain of the examinations the duties of the Editor 
were greatly extended. For a time an assistant was en- 
gaged but since his enlistment it has not been possible to 
find a suitable successor, and it is felt that no attempt 
should be made to make any permanent arrangement in 
this regard until after the end of the war. The Committee 
_ at this time merely wish to go on record as recommending 
the appointment of an assistant editor at the first oppor- 
tunity. 


The following summary indicates the general character 
of the articles which appeared in the Magazine during the 
past year. Of the 42 articles published, 22 were submitted 
by members. Members of only four Institutes, however, 
contributed, namely, Alberta 2, British Columbia 2, Ontario 
10, and Quebec 5—some preparing more than one article. 


(1) Accounting and Auditing 
(2) Professional matters 

(3) Financial and Industrial 
(4) Economics 

(5) Taxation 

(6) Other 


In addition to the articles, the Magazine contained the 
following departments and features: 
Editorials 
Book reviews 
Glimpses of current accounting literature 
Economic notes 
Legal decisions 
Taxation 
Chartered accountants and the war 
Provincial news 
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Students’ department 
Exchange rates and cost of living index 

The total circulation at 3lst May was 4,380, as compared 
with 4,270 at the same date a year ago. Members and stu- 
dents constitute the greater number of subscribers. There 
are 874 general subscribers and 62 complimentary subscrip- 
tions to exchange publications, government officials and 
advertisers. In accordance with the decision of the Council 
a year ago, 50 copies of THE CANADIAN CHARTERED ACCOUNT- 
ANT are sent each month to the Canadian Legion War Ser- 
vices, Inc. for distribution among the armed forces both in 
Canada and overseas. 

At the annual meeting of one of the Provincial Institutes 
this year, it was suggested that more complete information 
might be published in THE CANADIAN CHARTERED ACCOUNTANT 
in regard to taxation. This matter had been under consider- 
ation for some time and it was the hope of the Committee 
that a tax supplement, similar to that appearing in account- 
ing periodicals in England and the United States, could be 
developed. In the administration of the income and excess 
profits tax in Canada the principle of individual treatment 
of each case is followed. Under the circumstances the ex- 
change by practising members of tax information would be 
of doubtful value. However, as taxation is a problem for 
all accountants, every effort should be made to enlarge on 
this feature of the Magazine and to place in the hands of 
the members as complete information on taxation as 
possible. 

In conclusion your Commitee wish to acknowledge the 
many contributions to the pages of the Magazine during 
the past year by members and others. We acknowledge 
our indebtedness to Professor Smails for his faithful work 
in connection with the Students’ Department and to Mr. 
Campbell for the useful reviews of accounting literature 
each month. A special word must be said for the Editor, 
Mr. Carr, whose ambition is to have every month’s issue 
alive with the thoughts and advancing ideas of members, 
thereby bringing credit to the profession of the chartered 
accountant in Canada. 

Yours very truly, 
Toronto, H, P. HERINGTON 
7th August 1942. Chairman. 





THE OPERATION OF EXCHANGE CONTROL 


THE OPERATION OF EXCHANGE CONTROL 
By Paul Bareau, London, England 


Editor’s Note: In his contribution to our pages this month Bryan 
Pontifex, now resident in England, refers to the accumulation of 
American exchange by the British government. The operation of 
exchange control is a fascinating subject and we take the opportunity 
of publishing an article by Paul Bareau, banking editor of The Econ- 
omist, which appeared in a recent issue of Accountancy, the monthly 
publication of the Society of Incorporated Accountants and Auditors 
in Great Britain. 


ny appreciation of the general principles on which 
the: system of exchange control is worked should, in 
these days, form part of the store of knowledge of every 
accountant. For exchange control is a linchpin in the 
structure of our present controlled economy. Upon it de- 
pends the effective isolation and control of the whole capital 
market, which in its turn forms the point of departure from 
which government planning of our war effort must pro- 
ceed. Without, therefore, going into the detailed intricacies 
of the operation of exchange control, of its multitudinous 
forms and, at times, involved procedure, it may be useful 
in this article to summarize as simply as possible the broad 
principles of our system of exchange control and to sketch 
the framework of the machinery through which these prin- 
ciples are put into operation. 

It will be desirable at the outset to clear the ground of 
some of its technicalities by defining certain of the basic 
conceptions underlying the control of sterling exchange. 
The first point to bear in mind is that this control is in- 
tended to embrace the whole of the sterling area. That is, 
the British Empire (with the exception of Canada and New- 
foundland), the Protectorates and Mandated territories, 
Egypt, the Sudan, Iraq, Syria and the Free French and 
Belgian colonial territories. Within this area there is con- 
siderable, though not complete, freedom for the movement 
of funds. All outside this group are “prohibited countries” 
and dealings in their currencies are subject to the full 
rigours of the exchange control. Among them is a group 
known as “specified currencies.” They are Argentine pesos, 
Canadian and Newfoundland dollars, Netherlands East and 
West Indies guilders, Panamian balbaos, Philippine pesos, 
Portuguese escudos, Swedish kronor, Swiss francs and U.S. 
dollars. These are the most desired of the foreign cur- 
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rencies, and the élite among them are known as the “hard 
currencies ;” they are U.S. and Canadian dollars and Swiss 
francs. Holders of “specified” currencies in this country 
are compelled to sell them to the control at the official rate. 
This brings us to the next basic definition, namely, that of 
the “resident” to whom, only, the control regulations apply. 
A “resident” is any person or corporate body residing or 
conducting business in the sterling area. Subject to cer- 
tain exceptions, the application of our system of exchange 
control thus cuts across the boundaries of nationality. The 
regulations do not, for example, apply to a British subject 
normally resident in the United States, but, barring cer- 
tain exceptions, they apply to foreigners residing in this 
country. 

The fundamental objective of exchange control is to 
mobilize the foreign assets held in this country (since for- 
eign assets, and especially dollars, are an essential muni- 
tion of war) and to ensure that this central reserve of 
foreign exchange is not depleted by unauthorized payments 
out of this country, and that it is replenished by the full 
proceeds of our exports (both visible and invisible). The 
attainment of these objectives obviously involves consider- 
ations other than those of purely financial or exchange 
character. The whole range of export and import policy is 
relevant to the problem. But within the framework of 
this general export and import policy exchange control has 
a vital part to play. 

As a preparatory to the progressive steps taken to en- 
sure the effective mobilization of our exchange resources 
and the guarding and feeding of the centralized pool, all 
foreign exchange and bullion operations were centralized 
in the hands of the Bank of England. This did not mean 
that the Bank came to transact the business previously 
done by the open foreign exchange and bullion markets. 
But it has, since the beginning of control, been the sole 
channel through which all such operations have had to be 
ultimately settled. It appointed a number of “authorized 
dealers” both in foreign exchange and in bullion, and the 
list now includes all the principal banks and bullion brokers 
in this country. 

Exchange Reserve Centralized 


The first step taken by the control was to centralize the 
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whole of the gold and exchange resources of the country 
in the hands of the government—the centralizing agency 
being the Bank of England, and the account in which the 
pool was maintained being the Exchange Equalization Ac- 
count. In the first place, the Bank of England transferred 
to the Exchange Equalization Account all but a few thous- 
and pounds of the gold reserve held in the Issue Depart- 
ment. Residents in this country were then called upon to 
sell their holdings of “specified currencies” and gold to the 
Bank, and in exchange for them received sterling at the 
official rates of the day. The list of specified currencies 
has been subject to considerable alterations since the out- 
break of the war. For example, at the outset it included 
Dutch guilders, but these, for obvious reasons, no longer 
appear in it. As currencies are drawn within the orbit of 
the sterling area they disappear from the specified list. 

Residents were also called upon to register with the 
Bank their securities expressed in foreign currencies. From 
time to time specified lists of such securities have been mo- 
bilized by the Treasury and the holders paid the sterling 
counterpart of the market value on the day of the respective 
“vesting order.” These securities have been marketed on 
the open market of their country of origin (mainly the 
United States and Canada). Steps have also been taken to 
mobilize the direct investments of British industry in 
American business. The biggest of these, the American 
Viscose assets of Courtaulds, were sold outright, but the 
method subsequently adopted has been to pledge such assets 
as collateral against loans from the Reconstruction Finance 
Corporation. The mobilization has extended within the 
sphere of the sterling area, and has been used to prevent 
the building up of inordinately large sterling assets by such 
countries as India and South Africa. 

The guarding and feeding of the centralized pool of 
exchange and gold resources has meant the most stringent 
possible definition of the purposes for which exchange can 
be provided from the central pool, and the compulsory can- 
alization of payments to and from the sterling area within 
specified channels which give the authorities complete con- 
trol over the proceeds of export trade. In general, all opera- 
tions of a capital nature involving loss of foreign exchange 
have been banned. In order to make this ban effective it 
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has been found necessary to prohibit the export and import 
of bank notes and sterling bearer securities, to take special 
measures against under-invoicing exports (a familiar device 
for abetting the illegal export of capital), to forbid the ex- 
port of valuables and to place restrictions on the use of 
foreign-owned sterling assets. Non-residents may, subject 
to Treasury permission, sell their sterling asset, but the 
proceeds will be credited to a “blocked account,” the funds 
in which can only be used for investment in a specified list 
of British Government securities. The only general excep- 
tion to this restriction arises when sterling securities are 
purchased by non-residents from sterling funds other than 
those previously held in a blocked account. In such a case 
the non-resident will be given a special license at the time 
the securities are bought, entitling him to re-sell them and 
to have the proceeds credited to the same type of account 
as that which was debited in respect of the original 
purchase. 
Registered and Special Accounts 


The mechanism for the finance of export and import 
trade and for effecting other authorized payments with 
non-sterling countries has been gradually evolved along 
lines departing steadily from the principles of a free open 
market and in the direction of strict bilateralism. With 
most countries payments or other agreements have been 
negotiated by which the methods of mutual payments have 
been strictly defined. With the United States and Canada, 
for example, payment for exports from this country must 
be made either in dollars or in sterling in a registered 
account. These accounts may be replenished by the Ameri- 
can institutions in whose name they are opened, through 
sales of dollars to the control. Conversely any sterling ly- 
ing in them can be converted into dollars at the official rate. 
They stand in a special category. With most other non- 
sterling countries the financing of trade is effected through 
special sterling accounts maintained with a bank in London. 
The chief characteristic of the special accounts operated 
with the many countries with which payments agreements 
have been negotiated is their strict bilateralism. Transfers 
between special accounts are only allowed where those in 
whose names they have been opened are resident in the 
same country. This means that an attempt has been made 
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in the system of our exchange control to maintain an ap- 
proximate equilibrium of payments between the sterling 
area and each non-sterling country. If the normal trade 
between these units does not naturally fit into this pattern, 
it is forcibly compressed into it. The only instance where 
the increased elasticity of multilateral payments has been 
applied is in the case of Central American accounts where 
there is freedom of conversion between the sterling ac- 
counts of a number of Central American countries and 
where, therefore, a credit balance with, say, Ecuador, could 
be offset against the debit balance which the sterling area 
may have accumulated with Guatemala. The types of non- 
resident sterling accounts hitherto mentioned are thus Reg- 
istered, Special, Central American and Blocked accounts. 


Sterling Area Accounts 

There remain Sterling Area accounts and the remnants 
of the Free Sterling accounts belonging either to nationals 
of countries with which we have made no payments or simi- 
lar agreement (they are now few and far between) and 
those dating from before the agreements which led to regis- 
tered and special accounts. Sterling Area accounts are 
opened for very limited uses for residents of countries with 
which special account agreements have been negotiated. 
The main permitted credits to such accounts are salaries, 
annuities and income from sterling investments. The main 
permitted debits are regular payments, such as school fees, 
insurance premiums, subscriptions, etc. Holders of “free 
sterling” are still at liberty to sell such sterling in whatever 
free market remains. In New York, which was the most 
important of these markets, the turnover has now dwindled 
to an insignificant figure, and such “free” sterling can only 
be used by residents in the United States to settle debts 
dating prior to the establishment of registered accounts. 

After the virtual closing of the free sterling market in 
New York in the summer of 1940, the most important such 
market became centred in Shanghai. This has now been 
largely closed by the operations of the British-American- 
Chinese Stabilization Fund, the freezing of Chinese and 
Japanese balances, and the willing co-operation of the Brit- 
ish, American and Dutch banks in the Settlement, which 
have undertaken only to deal in exchange at the official 
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rates and for purposes authorized by the control. The 
international free market in sterling is, therefore, dead, 
and the obvious remaining loopholes through the regula- 
tions have been closed. The history of any control system, 
however, is ever one of the authorities catching up with the 
ingenuity of the would-be evader. Though the control of 
sterling exchange appears watertight enough, we may ex- 
pect further gradual modifications undertaken in the light 
of experience. The scope for further tightening probably 
lies in the unification of procedure within each part of the 
sterling area. The financial autonomy of the countries in 
the Empire, though not detracting from the general uni- 
fication of principles of exchange control in the sterling 
area, has led to certain variations in their applications. 
Recent evidence of increased uniformity has been provided 
by the calling up of certain dollar securities held by resi- 
dents in India and by the compulsory calling in of Bank of 
England notes held in that country. It now takes a very 
imaginative and reckless schemer to contravene the regu- 
lations successfully. 
























JUDGMENT RESPECTING THE INCOME WAR 
TAX ACT 


Pioneer Laundry Case 


The reader will recall the judgment of the Judicial Com- 
mittee of the Privy Council in Pioneer Laundry and Dry 
Cleaners Limited, Appellant and The Minister of National 
Revenue, Respondent rendered 13th October 1939. Refer- 
ence to the decision was made at page 431 of our December 
1939 issue, and a summary of that judgment appears as 
L 87 in the volume of Legal Decisions respecting the Income 
War Tax Act prepared by our Association. 

Mr. Justice Robson, deputy Judge of the Exchequer 
Court of Canada, delivered the following judgment on 25th 
September 1942 in Pioneer Laundry v. The Minister of Na- 
tional Revenue: ; 

It is clear from the circumstances of this case that the 
machinery, plant and equipment which was the subject of 
discussion in the earlier litigation had considerable work- 
ing value at the time it was purchased by the present ap- 
pellant. But the Minister had declined to make allowance 
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for depreciation thereafter because of depreciation allow- 
ances made to the previous owner. The reason was that 
it was the same shareholding ownership, to put it briefly. 
The result of the litigation was that this was held to be 
erroneous in law and not a sound exercise of a judicial dis- 
cretion and that the appellant company must be treated as 
a new owner and, as a new owner, entitled to the allowance 
by the Minister of what in his judgment would be a reason- 
able sum in each taxation period from the time of acquisi- 
tion by the appellant company. Such depreciation is in 
effect an operating cost. Percentages reached by practical 
experience are usually employed and the percentages would 
be on the value of the plant in question in any case, into 
which percentages and value the Minister could make in- 
dependent inquiry. It is in harmony with sound business 
which must recognize that the value of plant will, in vary- 
ing degree, shrink with each operating year. In keeping 
with that, the sum to be allowed for depreciation would be 
computed on a lower figure in each taxation year. But so 
long as there is any operating value and operation there 
is at least some reduction in value by use—which goes by 
the name of depreciation and which is part of the cost of 
earning profits. 

As I read the judgments, the appellant company is in 
the position of purchaser of used machinery and equipment 
and would be entitled at least to the benefit of the Minister’s 
judgment, judicially exercised, as to what should be allowed, 
in plain language, for loss by wear and tear of that ma- 
chinery in the course of its use and operation while earn- 
ing profits in a taxation period. Now the Minister was 
required by the judgment as rendered by the Judicial Com- 
mittee to take the matter up again and exercise his judg- 
ment as to reasonable depreciation allowances. In proceed- 
ing to do that the Minister, or the Commissioner with his 
subsequent confirmation, allowed the nominal sum of one 
dollar for that depreciation, i.e., for the operating cost re- 
sulting from wear and tear in business use. 

I am pressed to take the view that the Minister’s judg- 
ment was final even if his figure, reached by calculation, 
was erroneous. Familiar cases were cited. But I must 
consider the judgment of the Judicial Committee. Doing 
so, I cannot think that this mere allowance of a nominal 
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sum was a possibility within the contemplation of the 
learned Lords when they referred the question back to the 
Minister. I have to say, with deference that I think the 
course pursued was not a consideration of a reasonable 
amount for depreciation within the intention of the Act. I 
have not had the benefit of any explanation, simply the 
Minister’s decision. 

It seems to me that the experience of this case shows 
that the sums allowed the previous owners for depreciation 
were too large and that the property had not depreciated 
to the extent of the sums allowed. The then owners pos- 
sibly made a gain to which they were not entitled, but noth- 
ing can be done about that here. 

I do not consider it necessary to delay indicating this 
opinion for further elaboration. The matter has been on 
foot far too long already. 

I do not consider that the allowance for depreciation of 
later acquired goods can be attributed to the whole of the 
property in question and so form a decision of the Minister 
upon an amount not merely nominal and applicable to the 
whole, 

In the Empire Cleaners Ltd. case there is an additional 
ground of appeal as to later items, but it has not been made 
out that the Minister exceeded the scope of his authority. 

I think that the appeals in respect of the merely nominal 
allowance for depreciation must be allowed to the extent 
herein indicated and the matter be referred back to the 
Minister for further consideration of allowance of reason- 
able sums for depreciation within the Act. I think that the 
Appellant—Pioneer Laundry Company—should have costs. 
No costs to or against the Empire Company. 
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ECONOMIC NOTES 


Effect of Federal Wheat Policy on Agriculture in the 
Prairie Provinces 
Editor’s Note: This is one in a series of articles on current 


economic subjects by Professor W. J. Waines, M.A., and Professor 
W. H. Poole, M.A., of the University of Manitoba. 


| THE spring of 1941 the Dominion government formu- 

lated a new wheat policy to become effective during the 
crop year 1941-42. There were several factors which neces- 
sitated such action: the high wheat acreage of 1940, the 
bumper crop of that year, the shrinking external market 
for Canadian wheat, and the mounting British requirements 
for foodstuffs other than cereals. The government adopted 
a policy calling for limited deliveries of wheat during 1941- 
42 and a general voluntary wheat acreage reduction. This 
reduction was encouraged by definite payments under the 
Wheat Acreage Reduction Programme for acreage diverted 
from wheat to summerfallow and other crops in 1941. The 
main features of this programme as it operated in 1941-42 
were the bonus of four dollars per acre paid for wheat 
acreage reduction as between 1940 and 1941 for land sum- 
merfallowed, and two dollars per acre for land taken out 
of wheat production and sown to other crops. 


Changes in Policy 


In the light of changing conditions several modifications 
were made in the general wheat policy for the present 
crop year, 1942-43. Authorized deliveries of wheat were 
fixed at 280 million bushels for Western Canada as com- 
pared with 230 million bushels for all Canada in 1941-42. 
The initial price was raised from seventy cents to ninety 
cents per bushel, basis Number 1 Northern in store Fort 
William/Port Arthur. Minimum prices were established on 
barley and oats and a fixed price was set for flaxseed’ with 
unlimited deliveries of these grains. A slight modification 
was made in the wheat acreage reduction programme in 
that two dollars per acre will be paid on land taken out 
of wheat and either summerfallowed or seeded to other 


1Minimum price for barley: 60 cents per bushel basis Number 2 
C.W. 6-Row in store Fort William/Port Arthur. Minimum price for 
rye: 45 cents per bushel basis Number 2 C.W. Fixed price for flax- 
seed: $2.25 basis Number 1 C.W. 
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crops. The wheat acreages as they were on individual farms 
in 1940 form the basis for computing the bonus payments. 

The objective underlying the agricultural programme of 
the last two years is twofold: to limit wheat production to 
what can be sold in the domestic and export markets during 
the ensuing crop years, and to encourage unlimited pro- 
duction of coarse grains for livestock feeding to produce 
the animal products and fats needed in the domestic and 
British markets. In essence the programme is designed 
to provide maximum quantities of agricultural products 
most vital to war needs and at the same time ensure a 
balance in production plans that will permit successful farm 
practice in Western Canada. 


Effect of Policy 


What has been the effect of this general policy? In 1940 
wheat acreage in Canada had reached an all-time high of 
about 28 million acres. Official estimates place the wheat 
acreage for 1941 at slightly over 21 million acres. Thus 
there was a reduction between these two years of some 
7 million acres in the area sown to wheat. At the same 
time acreage in summerfallow increased sharply and there 
were substantial increases in acreages sown to coarse 
grains. The wheat acreage in the prairie provinces this 
year—about 20.6 million acres—is slightly below that of 
1941. This represents the smallest wheat area sown in the 
three western provinces since 1925. On the other hand, 
the acreages of all the coarse grains and of flaxseed show 
substantial increases over the 1941 level. Table I shows 
the changes in the acreages of wheat and coarse grains 
between 1941 and 1942. 


TABLE I 


Acreages of Wheat and Coarse Grains in the Prairie 
Provinces, 1941-42 


Wheat Oats Barley Rye Flar 

(thousand acres) 
lt Geer 21,140 8,137 4,735 861 982 
Seat csnketee 20,653 9,666 6,414 1,240 1,460 


(The estimates are those of the Dominion Bureau of Statistics at 
24th July 1942.) 


The trend of agriculture in the prairie provinces since 
1940 has been definitely in the direction of decreased wheat 
acreages accompanied by increased coarse grain acreages 
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and livestock population. Table II shows the changes in 
livestock population from 1939 to 1941. The most marked 
increase was in hog production and over fifty per cent of 
this increase took place in Alberta. The increased acreages 
in coarse grains in conjunction with very favourable weath- 
er conditions this year will likely result in greatly increased 
supplies of oats and barley for feed thus alleviating a situa- 
tion which, in 1941, promised to be critical. 


TABLE II 


Livestock Population in the Prairie Provinces, 1939-41. 
Milk Other 
Horses Cows Cattle Sheep Swine Poultry 
(in thousands) 
1,285 2,009 1,405 1,774 22,767 
1,269 2,118 1,516 2,661 21,195 
1,272 2,292 1,618 2,993 23,127 
The effect of the agricultural policy of ‘the past two 
years is clearly revealed in the composition of prairie farm 
income. Although the proportion of total farm income 
attributable to wheat had been declining before the out- 
break of war the recent wheat policies have accelerated 
the decline. The relation between wheat and non-wheat 
income for the past four crop years is shown in Table III. 
In 1938-39 out of a total income of $277 million approxi- 
mately 60 per cent was attributable to wheat, whereas in 
1941-42 out of a total income of $415 million only 28 per 
cent was obtained from the sale of wheat. 


TABLE III 


Cash Income from the Sale of Farm Products in the 
Prairie Provinces by Crop Years 


1941-42 1940-41 1939-40 1938-39 
(million dollars) 
116.00 239.36 229.68 168.09 
Non-wheat 238.55 170.86 140.07 108.59 
Bonuses 60.00 7.00 10.00 _ 


414.55 417.22 379.75 276.68 

Thus it can be seen that although the prairie farmers’ 
income from the sale of wheat has been declining, their 
income from the sale of other farm products has been in- 
creasing. Such a generalized statement, however, is likely 
to be misleading. The extent to which a farmer can expand 
his non-wheat income depends on the degree to which he 
can divert his land, labour and capital to products other 
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than wheat. Certain areas, particularly in Alberta and 
Saskatchewan, are much more dependent on wheat than 
others. For these areas it is largely a case of “wheat or 
nothing.” Although there are no adequate data available 
to show the degree of dependence on wheat of each of the 
various soil zones, the “ratio of wheat to cultivated” varies 
from 45 per cent in the heavy clays of the Regina area 
to 30 per cent in the black soils of Saskatchewan.’ 


Suggested Changes in Policy 


One general criticism that can be directed against the 
agricultural policy initiated in 1941 is that it makes no 
significant attempt to secure a better utilization of re- 
sources in the Prairie Provinces. . It is true that the pro- 
gramme was conceived in the hurried tempo of wartime 
and was probably looked upon as a temporary measure. 
However, it will likely be some years before agricultural 
controls are completely relaxed (if ever) and it seems de- 
sirable that the longer-run problem of “optimum” land 
utilization should not be overlooked. 


The many studies on land utilization in Western Canada 
are almost unanimous in their conclusion that certain areas, 
because of climatic and soil conditions, must of necessity 
specialize in wheat production. Although most of the cost 
analyses are, in many respects, unsatisfactory they do re- 
veal that, other things being equal, the cost of production 
of wheat is less in the brown soil than in the black and 
grey soil zones. The total wheat acreage in the light and 
dark brown soil zones in 1941 was slightly over 12 million 
acres. The total coarse grain acreage of this area was 
some 4.8 million acres or 40 per cent of the wheat acreage. 
By contrast, coarse grains as a percentage of wheat in the 
black soil zone of Saskatchewan was 95 and in the grey 
wooded soils over 100. The farmers in the brown soil 
regions, especially in the dark brown soil zones, should 
be encouraged to remain in wheat production while the 
 2'The author is indebted to the Acreage Department of the Canadian 
Wheat Board for this and other information used in this note. As a 
result of the “permit system” for wheat deliveries initiated in 1940 
the Canadian Wheat Board has obtained valuable statistical data on 
farm practices in Western Canada. The Acreage Department of the 
Board has compiled these data and they will no doubt prove of in- 
valuable assistance to research workers. 
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farmers in the black and grey soil zones should be encour- 
aged to diversify further their farming practices. 

There are large areas in the light brown soil zones that 
are definitely submarginal for cereal production. From the 
point of view of soil conservation and farm income these 
areas should be gradually removed from cereal production. 
This would have to be accomplished slowly under careful 
government supervision but the effort expended would 
doubtless be rewarded. With the movement of people from 
submarginal wheat lands and a greater diversification of 
farming in the black soil zone we would be taking steps 
toward the achievement of more effective land utilization 
and more economic farm units supporting a smaller agri- 
cultural population at a higher standard of living. 


W. H. POOLE 
Winnipeg, 
14th October 1942. 


SOME FINANCIAL RESULTS IN BRITAIN OF THREE 
YEARS’ WAR 


By Bryan Pontifex, F.C.A. (England), F.R.Econ.S., 
Knowle, Warwickshire, England 


cE IS, to an economist, interesting after Britain’s three 
years’ participation in the World War (with its natural 
sequels—highly paid munition workers and high taxation) 
to note which classes of the community have gained and 
which have suffered pecuniarily. All have of course suf- 
fered from air raids; the 43,000 people killed have naturally 
come from all classes, bombs being no respecters of persons. 
Briefly it might be said that the class which has bene- 
fited is that of mechanics and the like. The previous 
mechanical class has of course been largely augmented by 
the addition of temporary mechanics, notably young wo- 
men. The so-called “better-to-do” class has suffered as the 
following figures show: 
Net Incomes Per Annum Individuals, 1938 Individuals, 1942 
£1,000 to £2,000 155,000 105,000 
2,000 to 4,000 56,000 31,000 
4,000 to 6,000 12,000 1,170 
6,000 and more 7,000 80: 


Although these figures are the official record of what the 
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Chancellor of the Exchequer said, they are almost incred- 
ible. He also stated that a result of high wages and lower 
interest incomes was that 85% of the total purchasing 
power of the country was now in the incomes below £500 
a year, and the total amount left after payment of tax in 
the incomes between £125 and £500 a year had increased 
since 1938 by £700 millions. Fortunately the mechanical 
classes as a whole were aware of their obligations as is 
proved by the fact that no less than £1,500 millions have 
been raised in small savings since the War began through 
the purchase of ten-year National Savings Certificates and 
three per cent £5 Defence Bonds and through increased 
deposits in the Post Office Savings Bank. 

“War is hell,” as General Sherman said eighty years 
ago, but we must not altogether overlook such benefits as it 
sometimes brings in the inculcation and practice of thrift. 
There has been a greater improvement here over the days 
of twenty-five years ago when high “munition” wages were 
too largely spent on pianos and jewelry. Such expenditure 
would nowadays be met with general censure. Another 
matter, but one also showing an improvement, is the more 
systematic distribution of food resulting in a higher stan- 
dard of nutrition and accompanied by more knowledge of 
food values. 


Statutory Holidays 


According to Order in Council P.C. 8682, dated 25th 
September 1942, the following statutory holidays (apart 
from Sundays or such weekly days of rest provided in lieu 
thereof) have been designated as the only holidays to be 
observed by employers and employees during the present 
war: New Year’s Day, Good Friday, the first Monday in 
July, Labour Day, Thanksgiving Day and Christmas Day. 





THE SHAPE OF THINGS TO COME 


THE SHAPE OF THINGS TO COME 


It seems curious, and it is certainly noteworthy, that so 
many of the people now engaged in forecasting post-war 
conditions should base their predictions exclusively on the 
more depressing economic conditions of the last generation, 
and disregard the brighter aspects. Among the latest to 
envisage the Brave New World as a Poor New World is 
Sir William Clare Lees, the newly elected president of the 
Manchester and District Bankers’ Institute, who in his 
presidential address categorically asserted that we must 
face a lower standard of living after the war, “whatever 
the wage level may be.” 

Sir William and so many others of his way of thinking 
disregard, inter alia, one of the most striking social and 
economic developments of the century—the creation of vast 
new industries offering an immense amount of novel em- 
ployment, and increasing world purchasing power in con- 
sequence. Three such large-scale industries have come into 
being since 1900, represented by the motor-car, the cinema, 
and the wireless, the last only dating back to the post- 
armistice period. Both the cinema and the motor-car in- 
dustries (ranking among the greatest in the United States), 
have also grown since 1918 on a scale out of all comparison 
to their progress during the 1900-14 period. Is it too much 
to expect that in the post-war world, new industries of 
magnitude will also be created, and existing ones greatly 
expanded? An example that immediately occurs to the 
mind is the expansion of commercial aircraft production 
and of civil aviation. Another is represented by the pos- 
sibilities of the domestic refrigerator. This is a household 
necessity in the United States, but still a luxury in Britain. 
So was the private car once a luxury in Great Britain, but 
it has long ago ceased to be one. And there is a great 
untilled field, here and in other countries, in the market 
for domestic electrical equipment of all kinds. Man’s in- 
ventive genius is not yet exhausted, and will turn to the 
exploitation of new ideas and new processes when freed 
from concentration on war needs. That is one of the lessons 
of history; the locomotive, the railway, and the steamship 
were still in their infancy in the Waterloo year. Before 
they reach out for the future, some of our mentors might 
well study the lessons of the past.—The Accountant (Lon- 
don). 
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Comments and Descriptions in Annual 
Reports of Corporations 


The following references to the refundable portion of 
the excess profits as provided for in section 18 of The Excess 
Profits Tax Act have appeared in recently published financial 
statements. 

The publication of such comments here from time to time 
is not necessarily to be regarded as approval or criticism of 
the form thereof by the Editorial Committee or by The Dom- 
inion Association of Chartered Accountants, but rather as in- 
teresting information for readers. 


1. In the balance sheet of Toronto Elevators, Limited 
for the year ended 3lst July 1942, the following appears 
under non-current assets: 



















Dominion Government—refundable portion of excess 


In the Consolidated Surplus Account the following ref- 
erence to the refundable portion of the tax appears: 


Profit for year before Dominion income and excess 
OS A a ere Toe eer ee Bocas aS 
Provision for Dominion income and excess 
EE III eins 25 ss ee wig Se abatement © Bovctyetisic 
Less refundable portion of excess profits 


eee een eee 









Cee e mee eee eee sre reer eeeeesseese see Peseeseee DPessseeese 


DRE S AINN Soo otint eS toca pieaese ed es eae edie, ABNoas sees 


2. In the balance sheet of Lake of the Woods Milling 
Company, Limited for the year ended 3lst August 1942 the 
following note appears under the item Earned Surplus: 


Note: Your Management have decided not to take credit for the 
refundable portion of the Excess Profits Tax under Section 
18 of the Act until such time as this amount is recovered. 













Index Figures of Living Costs 


According to the Dominion Bureau of Statistics, the 
cost-of-living index declined from 117.7 on 1st August to 
117.4 on Ist September. The decline was due mainly to 
lower prices for potatoes, beef, lamb and onions. (Previous 
reference—page 282 of October issue.) 
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The Canada Year Book 1942 


S. A. Cudmore, Dominion Statistician, announces that 
the 1942 edition of The Canada Year Book is now available. 
This publication is the official statistical annual of the Do- 
minion and contains the latest information on the natural 
resources of this country, the history of Canada, its insti- 
tutions, its demography, the different branches of produc- 
tion, trade, transportation, finance, education, etc.—a 
veritable encyclopaedia compressed into a little over 1,000 
pages. 

Cloth-bound copies may be obtained by sending $1.50 to 
the King’s Printer, Ottawa, which price, as Mr. Cudmore 
points out, merely covers the cost of paper, press work and 
binding. By a special concession, teachers and ministers 
of religion may obtain paper-bound copies at fifty cents, 
but the number set aside for this purpose is limited. 


Annual Meeting of American Institute 


The fifty-fifth annual meeting of the American Insti- 
tute of Accountants was held in the Palmer House, Chicago, 
28th September to lst October. The Dominion Association 
of Chartered Accountants was represented by Kris A. 
Mapp, President, and Austin H. Carr, Secretary-Treasurer, 
who speak highly of the welcome received and of the hos- 
pitality of the members of the American Institute during 
their stay in Chicago. Eight other members of the Dom- 
inion Association were present, namely, J. Gray Mundie, 
Walter J. Macdonald, C. A. Glover, Kenneth Aseltine, 
George Iliffe and T. C. Pawlett, all of Winnipeg, and R. S. 
McPherson and F. L. Kerr of Toronto. 

The total attendance was 1,178 which, we understand, 
exceeded expectations. The twenty-five or more papers 
presented at the technical sessions dealt with accounting 
problems arising from the war, effective use of personnel 
in war, federal income and excess profits taxes, and audit- 
ing procedure. 

Mr. Mapp brought greetings to the meeting from the 
profession in Canada, and was invited to address the mem- 
bers and guests at the banquet meeting on Wednesday 
evening. He dwelt on the part Canada was playing in the 
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war and the extent of the contribution made in men and 
munitions during the past three years. His address was 
received with applause and will be published in the pro- 
ceedings of the annual meeting of the Institute. 


Finance—Accumulating American Exchange 


Compared with Imperial Chemical Industries Limited 
with £95,000,000 share capital, Courtaulds with only 
£32,000,000 are relatively small. In respect of the latter, 
however, the British Chancellor of the Exchequer has an- 
nounced that the government will pay £27,125,000 (say 
$120,000,000) in respect of American Viscose shares trans- 
ferred by the company to the government to assist in the 
accumulation of American exchange necessary to pay ex- 
penditure on munitions in the United States. Really the 
government is paying double what it received—1314 mil- 
lion dollars—and of course the British income tax payers 
stand the loss. The award was made by arbitrators, H. B. 
Binder, F.C.A., and Sir Alan Rae Smith, F.C.A., with a 
High Court judge, Mr. Justice Simonds, as umpire. Court- 
aulds’ balance sheet contained the item “Investment in sub- 
sidiary companies, £19,400,000” which is taken to include 
the value of the American Viscose interest. From the com- 
pany’s point of view realization has therefore exceeded ex- 
pectation by several million pounds but the company has 
promised the government not to make a distribution to the 
stockholders of any part of the award during the war, but 
the government will pay to the company interest at the rate 
of 3% per annum from March 1941. (£814,000 sounds a 
good healthy income to have from one source.) The whole 
transaction must be, in more ways than one, unprecedented. 
—Bryan Pontifex, F.C.A. (England) 


10,500,000 Taxpayers in Britain 
(An extract taken from Financial Times, England) 

Ten and a half million people in Britain are now paying 

income tax, compared with 3,800,000 in 1939. Figures given 


in a written reply in the House of Commons by the Finan- 
cial Secretary to the Treasury show that the number not 


358 



















GENERAL NOTES 


paying tax is now 4,500,000, against 6,000,000 in 1939, 
which latter figure excludes an unknown number whose in- 
comes were below the 1939 exemption limit of £250. 

The bulk of those not now paying tax—3,500,000—earn 
from £125 to £250; this number is 2,000,000 fewer than in 
1939. Of those paying tax, 5,700,000 are in the £125-£250 
class (compared with 1,750,000 in 1939), and 3,200,000 are 
in the £250-£500 class (against 1,250,000 in 1939). 

The number of big incomes shows no reduction. One 
hundred people still earn over £100,000 a year, but whereas 
in 1939 they paid £12,500,000 in tax, they now pay 
£17,300,000. Three hundred people earn between £50,000 
and £100,000; 1,000 between £25,000 and £50,000; and 
103,600 between £2,000 and £25,000. These classes together 
pay £307,600,000 in tax, compared with £187,500,000 in 
1939. 

Aggregrate income now assessed for tax in all classes 
is £4,250 millions and tax paid £835 millions, compared with 
£3,000 millions and £310 millions respectively in 1939. 


Table of Exchange Rates 


(Kindly supplied by The Canadian Bank of Commerce, Toronto) 
30th September 15th October 
1942 1942 


U.S. Dollars 10-11% P. 10-11% P. 
Sterling 443-447 443-447 © 
Australian Pounds 35814 35816 
New Zealand Pounds 360 360 
South African Pounds 443 
British West Indies—Dollars . 9270 9270 
India—Rupees 3356 3356 
Hong Kong—Dollars ‘sstotian = 2781 2781 


Straits Settlements— 
5226 5226 


Sweden—Kronor 2633 
Switzerland—Francs 2569 


Note: The above currencies are expressed as follows: Pound cur- 
rencies—Canadian cents per unit; Continental currencies and sundry 
British Fmpire—Canadian cents per 100 units. 
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LEGAL DECISIONS 


[EZditor’s Note:—The following are brief summaries of recent 
decisions of the Canadian Courts as taken, by the kind permission of 
the Canada Law Book Company, from the Dominion Law Reports. In 
each case reference is made to the volume of the Reports where the 
full judgment may be found. It should be kept in mind that the de- 
cisions given may not in every case be final.] 


Income tax—Trust settlement—Moneys accruing to trustee 
(Malkin v. Minister of National Revenue) 
Exchequer Court of Canada 


A sum of money accruing to a trustee under a trust 
settlement whereby the settlor transferred certain property 
and life insurance policies on his life to the trustee is not 
taxable as against the settlor as being “personal and living 
expenses the payment of which constitutes part of the 
gain, benefit or advantage accruing to the taxpayer under 
a trust” within the meaning of s. 3(e) of the Income War 
Tax Act, R.S.C. 1927, c. 97 (am. 1939 (Can.), c. 46).— 
[1942] 3 D.L.R. 272. 






















Income tax—Depreciation allowance for fixed assets—Cost 
price as against valuation at time of acquisition by limited 
company 


(Walkerville Brewery Ltd. v. Minister of National Revenue) 
Exchequer Court of Canada 


In making a depreciation allowance for fixed assets of a 
limited company, held that the Minister of National Revenue 
might properly base his valuation of such assets on their 
original cost price to a company which later transferred 
all its assets to the appellant company in consideration of 
an issue of stock, and might refuse to accept as a basis of 
valuation the appreciated value figure at which such assets 
were appraised for the purpose of the transfer to the ap- 
pellant company and at which figure they were dealt with 
on such transfer and issue of stock. Semble the fact that 
for three years a claim for depreciation, based on the ap- 
preciated asset value, was made in income tax returns with- 
out formal dissent from the taxing authorities was imma- 
terial, since in those years the company operated at a loss, 
and the question of valuation for depreciation did not arise 
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in concrete form, while in the two years preceding these 
three years, the appellant company had paid tax and based 
its claim for depreciation on the original cost value, as the 
vendor company, from whom the assets were acquired, had 
done previously.—[1942] 3 D.L.R. 542. 


PROVINCIAL NEWS 
MANITOBA 


The Council of The Institute of Chartered Accountants 
of Manitoba announces that Mr. R. A. Roberts, C.A., has 
been appointed to the office of Secretary-Treasurer of the 
Institute. 


ONTARIO 


The Institute of Chartered Accountants of Ontario is 
very glad to announce that subsequent lists of casualties 
arising out of the raid on Dieppe have given the names 
of both Major James D. Green, Windsor, Ontario, and 
Captain Anthony C. Hill, Toronto, as prisoners of war. 

Following the meeting of the Council held on 25th Sep- 
tember a reception was held in the Library of the Institute 
at which the twenty-seven graduates who passed the Final 
examination written in June last were welcomed into mem- 
bership in the Institute by F. C. Hurst, F.C.A., President, 
who presented the diplomas. Members of firms with which 
the successful candidates are associated also attended. 


In his speech of welcome Mr. Hurst stressed the re- 
sponsibilities which the new members were accepting and 
urged them to remember that their own honour, as well 
as that of the whole profession, rested on their actions. 

A number of the new members were unable to attend 
because of their duties in His Majesty’s Forces. 


QUEBEC 


The Society of Chartered Accountants and the Chart- 
ered Accountants’ Students’ Society of the Province of 
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Quebec wish to announce that through the co-operation of 
the Inspector of Income Tax at Montreal arrangements 
have been made for a series of six lectures by A. W. Gil- 
mour, B. Com., C.A., on current income and excess profits 
taxes including reference to the Wartime Salaries Order to 
be held in Moyse Hall, McGill University, on succeeding 
Friday evenings commencing 6th November. Accommoda- 
tion for 500 persons is available and the public is invited 
to attend these lectures which are of special interest to 
everyone at the present time. A summary of the Income 
War Tax Act, The Excess Profits Tax Act and the Wartime 
Salaries Order in pamphlet form will be mailed to members 
of the above Societies prior to 6th November 1942. Copies 
will be available to the public and to members of other 
Institutes at twenty-five cents each to cover printing cost 
and may be obtained immediately prior to the lectures or by 
writing to the Society’s office, 4830 Canada Cement Building, 
Montreal. 


PERSONALS 


An announcement has been received to the effect that 
the partnership heretofore carried on by Francis L. Bring- 
loe and Alexander Watt, under the firm name of Francis 
L. Bringloe & Co. will, as from 1st October 1942, be con- 
tinued under the name of Bringloe, Watt & Co., chartered 
accountants. There is no change in the partnership. 


Albert Pearl, chartered accountant, announces that he 
has resumed practice at Room 217, 73 Adelaide Street West, 
Toronto. 


We are pleased to hear from time to time from Bryan 
Pontifex, a former President of the Ontario Institute, now 
residing at Knowle, Warwickshire, England. Elsewhere in 
this issue we publish information from him which will be 
of interest to our members. In his last letter to us dated 
11th September he says: “Confidence in the not too distant 
Victory is current here and stock exchange prices—a good 
criterion—remain steady and improving. Hardships are 
negligible, at any rate relatively. My son, a chartered ac- 
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countant and a university Bachelor of Commerce, is in 
Libya ‘messing: about with tanks.’ ” 


W. Russell Watson, a member of the Institute of Char- 
tered Accountants of British Columbia, announces the re- 
moval of his offices to Bank of Nova Scotia Building, 602 
West Hastings Street, Vancouver, British Columbia. 


OBITUARIES 


The Late Douglas Keith 


The Institute of Chartered Accountants of Al- 
berta regrets to announce the death of Douglas 
Keith at Calgary on 4th September 1942 in his 55th 
year. 1 
Mr, Keith was a member of the Institute of Ac- 
countants and Actuaries in Glasgow, of which In- 
stitute he became a member in 1913. He became a i 
member of the Alberta Institute in 1929 and prac- 
tised his profession in the city of Calgary. 
The Institute extends sincere sympathy. to the 
survivors, a brother and sister, both resident in 
Scotland. —_— 


The Late Ernest Bell Butler 


The Institute of Chartered Accountants of Al- 
berta reports with regret the death on 7th Septem- 
ber 1942 in Detroit, Michigan, of Ernest Bell Butler. 

Mr. Butler became a member of the Alberta In- 
stitute in 1915, and since 1920 has resided in the fl 
United States. At the time of his death he was i 
practising his profession in Detroit. i 

To his family the Institute extends sincere sym- i 
pathy. 
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STUDENTS’ DEPARTMENT 
R. G. H. SMAILS, C.A., Editor 


NOTES AND COMMENT 


We have for some considerable time doubted whether 
the conventional distinctions between current assets and 
fixed assets, capital expenditure and revenue expenditure 
were not stumbling blocks rather than aids to an under- 
standing of accounting procedure in the measurement of 
income. Our reading of recent periodical literature on the 
subject of accounting principles (or “standards” if you 
are a disciple of Paton and Littleton) confirms our doubts. 


The accountant, like everyone else, measures periodic 
income by comparing the assets held at the end of the 
period with the assets held at the beginning, (even if 
double-entry bookkeeping does tend to conceal the process). 
He expresses these assets in terms of money by referring 
to their cost which is the only factual money figure he or 
anyone else has in his possession, and he does this im- 
partially for both current and fixed assets. The only sig- 
nificant distinction, for purposes of accounting, is between 
cash assets (i.e. cash and promises to pay cash) on the one 
hand and service assets (i.e. assets whose value lies in the 
services which they represent) on the other hand. The ac- 
countant actually values cash assets in the form of promises 
by reducing them to their present worth (discounting) and 
excluding those promises or portions of promises which he 
has reason to believe will not be fulfilled (reserving for 
doubtful accounts). His general rule with regard to ser- 
vice assets is to include these at cost on the assumption 
that these costs will be recaptured in the form of sales 
consideration and so eventually be converted back into cash. 


If objective evidence falsifies the assumption with re- 
gard to the recapture of costs (as when merchandise or 
plant is destroyed by fire) the accountant very properly 
adjusts his figures of surviving costs. He is on less sure 
ground when he discards cost figures for service assets and 


364 








STUDENTS’ DEPARTMENT 


substitutes lower ones on the basis of subjective evidence of 
realizability (his own or some other person’s opinion) ; for 
in doing this he is abandoning any objective measurement 
of income and his figure of net profit is no more than 
somebody’s guess. 

It happens that evidence, both objective and subjective, 
with regard to the recoverability of costs is more often 
forthcoming in regard to services acquired for immediate 
resale (current assets) than services acquired for resale 
over an extended period (fixed assets), but the distinction 
is one of degree not of kind and is not an adequate base 
for a theory of accounting. 

* a * 


STUDENTS’ ASSOCIATION NOTES 
ALBERTA 


The Late Flying Officer Dennis John Quinlan 


It is with deep regret that the Institute of Chartered 
Accountants of Alberta announce the death of Flying Offi- 
cer Dennis John Quinlan, an articled student of the Insti- 
tute, who was killed in action on 17th August 1942. 

While at School, Dennis was the winner of a Gyro Club 
scholarship, and an enthusiastic Scout. In 1938 he won the 
bronze medal of the Institute. 

Flying Officer Quinlan took part in many operational 
flights, including the daylight raid on Danzig. 

He is survived by his parents and by a brother, a serg- 
eant pilot with the Air Force overseas, to all of whom the 
members and students of the Institute extend sincere sym- 
pathy. 


ONTARIO 

The Ontario Students’ Association regrets to announce 
that for the duration the activities of the Association will 
be curtailed. This step has been taken because most of the 
members of the Executive Committee are in the Armed 
Forces. Since June 1942 over 140 students have joined up. 
The following letter was sent to students by the President 
under date of 30th September: 
Dear Fellow Student: 

We are now starting another season of auditing and also 
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- 


the fourth year of war. This past year has seen many 
changes for all of us—longer hours of work in the profes- 
sion; higher taxes; friends in uniform, and many of us 
have entered the forces in one capacity or another. We 
have come to realize that, when our country is at war our 
personal plans for a career have to be put aside. Whether 
we are serving in the forces or on the home front keeping 
the wheels of our war industries turning, we all have to 
get into the fight and pull together for victory. If we think 
about it, each one of us will probably find some place where 
we can pull our weight a little harder to produce those 
qualities which will bring victory—-COURAGE, LOYALTY, 
ENDURANCE and DISCIPLINE. 

As a large number of students are on active service with 
the forces and those who are left have little spare time, 
many of the usual events of the Students’ Association will 
be curtailed for the duration. Your Executive Council has 
drawn up plans, some of which have already been put into 
operation, for the rapid re-organization after the war of the 
Students’ Association to greater heights than previously 
attained. 

To those in the forces, the Association extends its best 
wishes and assures you of a very hearty welcome on your 
return. Your Executive Council would like to keep in touch 
with all of the students wherever they may be serving. So 
drop us a line, fellows, we would certainly like to hear from 
you. 

Faithfully yours, 
(Pte.) K. W. Ball, President. 


PROBLEMS AND SOLUTIONS 


Solutions presented in this section are prepared by practising 
members of the several provincial Institutes and represent the personal 
views and opinions of those members. They are designed not as 
models for submission to the examiner but rather as such discussion 
and explanation of the problem as will make its study of benefit to 
the student. Discussion of solutions presented is cordially invited. 


PROBLEM I 


THE PROVINCIAL INSTITUTES OF CHARTERED ACCOUNTANTS 
INTERMEDIATE EXAMINATION, DECEMBER 1941 
Accounting I, Question 2 (15 marks) 

State, giving reasons, how you would expect to find the following 
matters expressed in a balance sheet of a company of which you are 
auditor: 
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(a) An option to purchase property, for which right the company 
has paid a certain sum of money. At the date of the balance sheet 
the option has not been exercised. 


(b) Merchandise held on consignment from others. 


(c) An investment in shares of another company at par on which 
25% of the par value has been paid, the balance being subject to call. 


(d) A deposit made on a contract to purchase additional equip- 
ment. 

(e) Endorsement of a note payable to a third party when the 
maker is reported to be insolvent. 


SOLUTION ‘ 


(a) The payment for an option to purchase, pending a decision 
as to its exercise, may be shown as such among the assets (other 
than current) suitably described, providing there is no intention to 
forfeit the payment. If a decision to purchase has been reached by 
the date of the audit report the whole agreed purchase price of the 
property may be shown as an asset with a liability for the balance 
of the purchase price, divided, as may be appropriate, between current 
and deferred instalments, if any. 

(b) Merchandise held on consignment need not, ordinarily, be 
shown on the balance sheet but the auditor will have confirmed the 
company’s relative records by communication with the consignors and 
enquired as to the safe custody (perhaps by physical inspection) and 
adequate insurance of the goods. If for any reason it is considered 
desirable to show the consigned goods on the balance sheet this may 
be done by means of a footnote or by including the merchandise 
among the assets (not current) with an offsetting liability on the 
other side. The value of the goods in either case may be set at the 
sale price as set by the consignors or at the cost which would apply 
if the consignee company purchased them. 


(c) Partially-paid shares may be shown among the assets either 
at their full cost (with a liability for the unpaid calls) or at the 
amount paid on them (by showing the full amount of the purchase 
price with a deduction therefrom of the unpaid balance.) Another 
method sometimes adopted, is to show the amount paid as an asset 
and to include among contingent liabilities the uncalled balance. 


If the partially-paid shares are quoted on the market (as are 
shares of some insurance companies) the investment would be treated 
as a current asset, or otherwise according to its intended purpose, 
and the market value should be shown as a parenthetical notation. 


In any case, treatment as an asset of the payment on the shares 
would depend upon the ascertainable facts of their value at the date 
of the balance sheet and the setting up of a liability might result 
from the intention to purchase but might not be necessary if the 
company had not bought from the issuing company and had given 
no undertaking to complete purchase. In the latter case the com- 
pany’s investment would be jeopardized if the shares were subject 
to forfeiture for failure to pay further calls. 

(d) The deposit should be shown among fixed assets (separately 
and suitably described if of material amount) or the full cost of 
the equipment to be purchased (if order given and price and terms 
agreed) might be included and the unpaid purchase price shown as a 
liability. 
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If deposit be only tentative and there be no certainty of acquiring 
the equipment, the deposit could be shown as a separate item among 
— assets (not current). Presumably there would be no fear of its 
oss. 

(e) In the case stated, the endorsement appears certain to result 
in a direct current liability and should be so shown. Its inclusion 
as a contingent liability could only be justified as long as there was 
hope and expectation of the maker honouring the note when it be- 


came due for payment. 


PROBLEM II 


THE PROVINCIAL INSTITUTES OF CHARTERED ACCOUNTANTS 
FINAL EXAMINATION, JUNE 1942 


Accounting I, Question 1 (20 marks) 


The Jones Coal & Coke Company, Limited, is a large organization 
which selis to the retail trade and also acts as wholesaler for a large 
number of small dealers. The managing director of this company, 
Mr. Jones, calls on you and explains that he has never had an audit 
made of his accounts in the past but that circumstances have recently 
arisen which suggest to him that it would be advisable for him to 
engage you as auditor for the future. 

He further relates that he has recently become suspicious of his 
treasurer’s honesty when he heard from sources outside the business 
that the treasurer was living in a manner beyond his apparent means. 
Later he overheard the cashier asking the treasurer whether the 
treasurer wished to cash any cheques. On subsequently questioning 
the cashier he ascertained that it was the treasurer’s habit to cash 
personal cheques for several hundred dollars every other day or so. 
These circumstances are particularly disturbing to Mr. Jones as he 
has always felt that the treasurer has performed his work at the 
office in a very satisfactory manner and that he was an exceptionally 
hard worker—in fact, he has been worried about the treasurer’s health 
as he has not had a vacation for two or three years. 

Mr. Jones does not wish you to make any audit of the company’s 
books prior to the current year, but asks you to make a brief in- 
vestigation immediately to assure him that there are no obvious in- 
dications in the company’s records that the treasurer is dishonest. 


Required: 
Outline the procedure that you would follow in making your 
investigation. 


SOLUTION 


(1) The first approach would be to persuade the owner of the 
Jones Coal and Coke Company Limited to insist on his treasurer 
taking a vacation immediately. This will assist the investigation in 
the following ways: 

(a) It will be possible to ask questions of other employees without 
arousing their suspicion and without hurting the treasurer’s 
feelings if he is honest. 

(b) If the treasurer was dishonest he may leave some “loose 
ends” uncovered if he is forced to take a vacation without 


notice. 
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(c) If “kiting” has been going on his absence from the office might 
interfere with his ability to continue such practice. 


(2) The circumstances outlined suggest strongly the possibility 
of “kiting” as the amount involved is more than the treasurer should 
require for his personal expenses. An analysis of cheques cashed by 
the treasurer during the past few months showing the dates and 
amounts will be helpful in establishing how regular is the practice 
and whether the amount is increasing. 


(3) A study should be made of the duties of the various office 
employees with a view to establishing how effective is the company’s 
system of internal check and control and particularly as to where 
weaknesses in the system might make it possible for the treasurer 
to defraud the company. The question does not indicate what are the 
treasurer’s duties but it may be assumed that he would sign cheques 
and otherwise concern himself with banking transactions. Careful 
inquiry should be made as to the company’s practice in signing cheques 
—number of signatures, the order in which signatures are usually 
placed, whether cheques are first put through the protectograph before 
being signed, whether vouchers are submitted to other signing officers 
and examined by them before signature, etc. Inquiry should also be 
made as to whether the treasurer opens the mail, makes the daily 
deposits with the bank or receives the statement of cancelled cheques 
at the end of the month and whether he is responsible for reconciling 
the bank account. 


From this study of the internal check it should be possible to 
know what transactions require closest scrutiny and what others 
may be assumed to be correct so far as the treasurer is concerned. 
Where the investigation is to be less than a detailed audit and where 
it should preferably be carried out with'a minimum amount of time, 
it is very important that it be directed along the most profitable 
channels. 


PROBLEM III 


THE PROVINCIAL INSTITUTES OF CHARTERED ACCOUNTANTS 
FINAL EXAMINATION, JUNE 1942 


Accounting I, Question 2 (30 marks) 


The Acme Distribution Company, Limited, is engaged in the 
warehousing, packaging and selling of various commodities which it 
handles through two departments known as Department A and Depart: 
ment B. Department A deals in 20 items which are sold in the 
containers in which they are received from the company’s suppliers, 
while Department B deals with some 75 purchased items which must 
be packaged and wrapped before shipping. Because of the company’s 
rapidly increasing business the directors felt it was necessary to rent 
additional warehouse space and to obtain considerably increased bank 
loans. They accordingly approached the company’s bankers in the 
early part of 1942, requesting that the company’s line of credit be 
increased from $150,000 to $250,000. After studying the company’s 
financial statements for the previous three years, the bankers refused 
to increase the company’s loan because the increased business in the 
past two years had not resulted in increased net profits. 
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The following were the operating results presented by the com- 
pany to its bankers: 


Sales: 1939 1940 1941 
CINCO ooo ois oc us ba kbd a ote oe $400,000 $460,000 $600,000 
RED TE gs cistaecucavepasbuws as 200,000 240,000 300,000 


$600,000 $700,000 $900,000 


Cost of sales: 


DEER coh S eek pe eabe $310,000 $345,000 $450,000 

SNUNIE EE cp el De ett hk 170,000 220,000 297,000 

$480,000 $565,000 $747,000 

STINE, Vi bce Sdwan aGeccuncec nus ess $120,000 $135,000 $153,000 
Warehouse, selling and administrative 

EE cic chee ih gp bcs ae ke em ae eb Awiex 116,000 130,000 150,000 

Net profit before taxes on income ....... $ 4,000 $ 5,000 $ 3,000 


The directors have requested that you investigate the business in 
order to tell them at their next board meeting why the company’s 
margin of profit is low and what steps can be taken to improve it. 


During the course of your investigation you obtain the following 

information: 

(1) Cost of sales includes only the cost of purchases; 

(2) It takes three times as long to package and ship goods for 
Department B as it does for the same dollar selling value of 
goods for Department A. Department A’s sales are delivered 
at the warehouse to customers’ trucks or to common carriers, 
in which case the customers pay the freight. The company’s 
own delivery equipment is used entirely for sales made by 
Department B; 

(3) Relatively to their laid down cost, goods purchased by De- 
partment A occupy only one-half the warehouse space of 
goods purchased by Department B; 


(4) 70% of office expense and salaries is applicable to Department 
A and 30% to Department B; 

(5) The managing director has in the past divided his time equal- 
ly between the two departments but, as this was becoming 
too heavy a task for him, it had been his intention to hire 
an assistant to manage one of the departments so that he 
could spend all of his time on the other department, prefer- 
ably Department A; 

(6) Bad debt losses per dollar of sales are twice as large for 
Department B as for Department A. 

Your analysis of the operating accounts for 1941 supplies the 

following additional information: 
Warehouse, selling, general and administrative expenses: 


Warehouse depreciation, insurance and expenses ....... $ 26,100 
PRCKARING GNG SHINPINE WARES 2... iscsi cess cavsasces 15,000 
SN UE Poe TOT TE ETE TEER ELT E TET CE 12,000 
Delivery wages, supplies and expenses ................. 10,000 
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Salesmen’s salaries and expenses 


I SR Re ig core 0.5 cc ww ave ln Karsa lewis ees 14,900 
I ti 5 Ss aa a Secevineles cee eal <qdbwibacd’e:s 9,000 
Cr I GO RIN ois so 55k oie i eee ck eee 12,000 
| 8,000 
Executive salary and expemse ......................45. 24,000 
NE UN ooo ssp Canes essbese dwisieec's soe 6,000 
EE ES Wisk We'd bce NW asda eee du sae'beedacceuewe 13,000 
$150,000 
Average inventory: 
IRN iad 5) in arabe Whe, pisie aod ae eee eh ee eos We $120,000 
EE iE os aCe eas Gg cwasieeeses ey eawaie 60,000 
Average of outstanding accounts receivable: 
NS eek ba ws Soa ea beleie oa 41 8 Fie ni See Swine 90,000 
ER ree OW ois sal periua mead whe wale nal canerenaia 55,000 
Required: 


Prepare the notes and statements you would take with you to the 
directors’ meeting. 


SOLUTION 
Notes for Meeting of Directors 


1. Distribute copies of the attached comparative statement of 
departmental operations, 

2. Department A is obviously profitable and Department B is 
definitely operating at a loss. 

3. Not only has Department B a substantial net operating loss 
but the gross profit margin has receded almost to the vanishing point. 


Gross Profit 
Dept. A Dept. B Total 
1939 $ 90,000 $30,000 $120,000 
1940 115,000 20,000 135,000 
1941 150,000 3,000 153,000 


4. As it is impossible to increase selling prices of department B 
products under the present “price ceiling,” even if it were otherwise 
feasible to do so, Department B should be discontinued at once except 
for disposing of existing inventories and only Department A should 
be continued. 

5. This will result in the following benefits: 

(a) The working capital now tied up in receivables and inven- 
tories of Department B will be available to carry on the 
expected increased business of Department A and/or reduce 
the bank loan and therefore bank interest. 

(b) The delivery equipment can be sold to supply additional work- 
ing capital and reduce the bank loan. 

(c) The present warehouse facilities will be adequate for an 
expansion of Department A’s business to twice its present 
volume. 

It will be unnecessary to hire an assistant for the managing 

director. 

(e) The cost of office salaries, supplies and expenses should be 
reduced. Many expenses such as bad debt losses, warehouse 
wages, etc. will be reduced proportionately to sales; others 
could also be substantially reduced, if not in direct proportion. 


(d 


~ 
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ACME DISTRIBUTION COMPANY LIMITED 
STATEMENT OF DEPARTMENTAL OPERATIONS FOR THE YEAR 


ENDED 31ST DECEMBER 1941 
Dept.A Dept.B_ Total 


URE nkcke seins see heseec sess uh e's 5% $600,000 $300,000 $900,000 
ee ED a Ge sakes ess cam ass ame sass 450,000 297,000 747,000 
MIE ED isis Gabe boews yahoo wes su eke $150,000 $ 3,000 $153,000 


Warehousing, selling, general and ad- 
ministrative expenses: 
Warehouse depreciation, insurance and 


QS ERs ene eee ee $ 11,250 $ 14,890 $ 26,100 
Packaging and shipping wages ........ 6,000 9,000 15,000 
BHIMDINE CONTRINOTS ...0.00sccesecseas 12,000 12,000 
Delivery wages, supplies and expenses. . 10,000 10,000 
Salesmen’s salaries and expenses ...... 14,900 9,000 23,900 
Office and clerical] salaries ............ 8,400 3,600 12,000 
Office supplies and expenses .......... 5,600 2,400 8,000 
Executive salary and expense ......... 12,000 12,000 24,000 
Provision for bad debts ............... 3,000 3,000 6,000 
CUE 35s a whee bun divisesee ease 8,400 4,600 13,000 


$ 69,550 $ 80,450 $150,000 


Net profit or loss before taxes on income.. $ 80,450 $ 77,450 $ 3,000 


PROBLEM IV 
THE PROVINCIAL INSTITUTES OF CHARTERED ACCOUNTANTS 


FINAL EXAMINATION, JUNE 1942 
Accounting I, Question 3 (25 marks) 


You are requested by a bank to investigate the position of one 
of its clients to whom it has made a loan secured by a pledge given 
under section 88 of The Bank Act and an assignment of book debts. 
The company in question manufactures a staple commodity and has 
operated at a small profit for several years. Sales have continued at 
about the same level and, so far as the bank is aware, there is no 
reason why the company should not have reduced its loan more than 
it did this spring when its business was at a seasonally low point. 
You are handed unaudited statements submitted by the company 
showing the following current positions: 

80th April 3st Oct. 80th April 31st Oct. 30th April 
1941 1942 

















Accounts receivable ........ $120,000 $210,000 $150,000 $250,000 $190,000 
Reserve for bad debts ...... 7,000 5,000 3,000 2,500 2,000 

$113,000 $205,000 $147,000 $247,500 $188,000 
PEE Soacsnseseans sen 90,000 150,000 120,000 200,000 170,000 





$203,000 $355,000 $267,000 $447,500 $358,000 

















Accounts payable—trade ...$ 30,000 $ 40,000 $ 40,000 $ 50,000 $ 55,000 


























Bank 10BN 2.006.000000c0088 100,000 240,000 152,000 321,500 226,000 
$130,000 $280,000 $192,000 $371,500 $281,000 
Working capital ........... $ 73,000 $ 75,000 $ 75,000 $ 76,000 $ 77,000 
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Your examination reveals that the accounts receivable include 
advances to shareholders aggregating $50,000; that an estimated re- 
serve for bad debts against other accounts of at least $20,000 is re- 
quired; that the inventories are stated at $25,000 more than their cost 
and include a substantial amount of obsolete stock which, in your 
opinion, should be further reduced by $15,000. Trade accounts pay- 
able of $35,000 were overdue at 30th April 1942 and the company was 
no longer taking the usual 2% cash discount on such accounts. 


Required: 
Draft your report to the bank, summarizing the results of your 
examination and suggesting what further steps the bank should take. 


SOLUTION 
Summary 


It will be noted from a summary of the above information that 
the company’s position at 30th April 1942, if effect were given to the 
suggested changes in asset values, would be as follows: 


ROCOWMS TOCOIVEDIO osc ck cic ca cwivese $140,000 

Less reserve for bad debts .............. 20,000 $120,000 

DS ite sch Bs ae tase sa xeas 130,000 
$250,000 

Advances to shareholders ............... 50,000 
$300,000 


Against this the company has a bank loan of $226,000 and trade 
accounts payable of $55,000 (of which $35,000 are overdue). 


Suggestions 
We summarize below the following steps which we think the bank 
might take in order to protect its position: 
(1) Demand immediate payment of the shareholders’ advances 
of $50,000. If this cannot be obtained the bank does not 
appear to have adequate security to continue its present loan. 


(2) Obtain assurance from the larger trade creditors that no 
precipitate action will be taken by them in the immediate 
future if the company adopts an aggressive policy to put 
itself in shape. 

(3) Make a careful review to determine the extent to which 
present inventories are excessive and might be reduced, how 
quickly obsolete stock can be marketed, and what reduction 
can be made in overdue accounts receivable. 


(4) Consider the possible future earning power of the business, 
as, unless the shareholders have some additional capital, it 
is likely that the company must look to earnings to improve 
its working capital position. In this connection the earn- 
ings of the previous year should be adjusted to actual in 
accordance with the information submitted above as to over- 
valuation of current assets. So far as the future is concerned 
the company should prepare a budget of its profit and loss and 
balance sheet position for the next year and provide the 
bank with monthly comparisons of budgetted and actual re- 
sults. 
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(5) The most important change will be to provide the company 
with competent management in which the bank can have 
confidence. Unless such can be obtained we could not recom- 
mend continuing the present loan. 


PROBLEM V 
THE PROVINCIAL INSTITUTES OF CHARTERED ACCOUNTANTS 
FINAL EXAMINATION, JUNE 1942 


Accounting I, Question 4 (25 marks) 


You receive the following letter: 















25th January 1942 





Messrs. Black and Blue, 
Chartered Accountants, 
Anywhere, Canada. 


Dear Sirs: 

Our accountant has just presented us with figures indicating that 
our business has had the most profitable year since its inception but, 
despite the fact that we earned almost $100,000 before taxes (which 
still have to be paid) and paid a dividend of only 10% on the capital 
stock, our position appears to us to be much worse than it was a year 
ago, for at that time we had cash in the bank and now we have a large 
bank loan and overdraft. As we are unable to reconcile these two 
tactors, we would very much appreciate having your views on this 
matter. A copy of the company’s profit and loss account for the year 
just ended together with the balance sheet position as at 31st De- 
cember 1941 and 1940 are attached for your information. 


Yours truly, 
T. B. WIGGINS COMPANY, LIMITED 

















The information attached to the letter is as follows: 
COMPARATIVE BALANCE SHEETS 












Assets 

3lst December 

1941 1940 
STORE INE 5556 ud beau ecb sa eN aise vee ese seme Sree $ 4,325 
Accounts receivable less reserve .............206. 85,350 57,930 
SUE oc bo ee Swe wenn 4e kbs 505 5:25505009%% 375,061 201,795 
Life insurance, cash surrender value ............ 3,175 2,025 
Plant and equipment, less reserves for depreciation 298,737 219,373 
Prepaid and deferred expemses ...............4+. 4,796 5,372 
Patents, less amounts written off ..............-. 9,737 11,973 






DRIORLIDE TERIID os noise bees ciscccwerscacede smawiais 
$776,856 







$503,288 
















Re a A TIED ooh oo eiveice is esccdcascces $212,300 $...... 
Accounts payable and accrued charges ........... 53,687 33,792 
RUIN PIG UENO 65 ooo sie s ceed esses ecece 1,250 1,875 
Taxes payable and accrued ..............eseeeees 44,250 16,875 
DO TROEEER DA Oto aeeciauicavceusnu se sssx eee aede 50,000 75,000 
EE sco i och ancy esse ase aces eens Skewes 200,000 200,000 

215,369 175,746 





NIE oa eae a Sisk 00 sek Se Oh S eke awake Wee ones 
$503,288 


——— 








$776,856 
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SUMMARY PROFIT AND LOSS ACCOUNT 
Net profit for the year ended 31st December 1941 








before the following charges ................. $145,430 
Deduct: 

Provision for depreciation ............. esas | aIEO 

Amortisation of patents ........... 2,597 

Babee BUPUPIMIOO GEOMNG oo 5i nko ce ccceciccesecs 2,000 

Organization expense written off ............. 495 

Loss on disposal of fixed assets .............. 7,965* 
re 41,807 










Net promt Delore takes OF INCOMNS ...... 2c cewcdcccccccceccces $103,623 
Deduct provision for income and excess profits taxes ........ 






ee I NE I 6.05.2 6s Sab Reh ie hnis Sade d0edea a ee eee eS 










*Note: 






Fixed assets disposed of during the 

WE IE ic Ss sck eo ene ss caee $ 43,796 
Depreciation thereon to date of dis- 

posal amounted tO ....ccecccece $ 28,683 
Amount realized on disposal was .. 7,148 | 






35,831 







Leaving a loss on disposal of ................ 


Prepare a statement showing the source and applica- 
tion of funds during the year and draft a letter to the 
client explaining any points you wish to bring out. 


SOLUTION 
T. B. WIGGINS COMPANY LIMITED 
STATEMENT OF SOURCE AND APPLICATION OF FUNDS 


Funds provided fom: Operation occ ccccvcvcciiccsvoceces $100,006 
Represented by: 
Profits for the year after all charges ........ $ 59,623 
Add charges to operations that did not involve 
a cash outlay during the year: 

















Provision for depreciation ....... $ 28,750 
Amortisation of patents ......... 2,597 
Organization expense written off.. 495 
Loss on disposal of fixed assets .. 7,965 
Decrease in prepaid expenses 









CRETIGG TOT WATE. 2056 6.cc0csccecices 40,383 
$100,006 










Deduct expenditures on: 
Purchase of fixed assets ............. $123,227 
Less recovery on disposals ......... 7,148 $116,079 








PN oo erence mone ak~ud 1655s. 361 

ROASMHION OF DONGS 22.0.0... cscccsees 25,000 

SPE SE. sidg osale se Veseeenebaws 20,000 161,440 
Excess of expenditures over funds provided ............... $ 61,434 









375 





NOVEMBER 1942. 


THE CANADIAN CHARTERED ACCOUNTANT 


This excess is reflected in decreased net working capital (i.e. the 

excess of current assets over current liabilities) as follows: 
31st December Inerease or 
1941 1940 decrease 

Current assets: 

Accounts receivable less reserve $ 85,350 $ 57,930 $ 27,420 
Inventories 375,061 201,795 173,266 
Life insurance, cash surender value .. 3,175 2,025 1,150 


$463,586 $261,750 $201,836 
Current liabilities: 
Bank loan less cash in bank $212,300 $ 4,325 $216,625 
Sundry accounts payable and accrued 
charges 99,187 52,542 46,645 


$311,487 $ 48,217 $263,270 


Net working capital $152,099 $213,533 $ 61,434 








